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THE ECONOMIC JOURNAL 


DECEMBER, 1939 


WAR ECONOMICS AND WAR POTENTIAL 


The Economic JouRNAL hopes to find space during the war 
for a fair number of articles on those subjects of more permanent 
interest which may help to carry our thoughts back to peace 
times—provided economists go on writing them. But it is felt 
that readers will also wish for a section of articles and memoranda 
of an informative or of a constructively critical character dealing 
with the pressing problems of the hour. In this issue we include a 
series of contributions dealing with the National Income in time 
of war, Wage Policy, our potential Labour Force and its dis- 
tribution, the Control of Foreign Exchange, and Sir Robert 
Kindersley’s latest estimate of our potential foreign resources in 
the shape of our pre-war foreign investments. 

J. M. KEyYNEs 
E. A. G. Roprnson 


No. 196.—voL. xurx. UU 


























THE INCOME AND FISCAL POTENTIAL OF 
GREAT BRITAIN 


THE capacity of the country to meet the Government’s in- 
creased demands depends on three factors—the liquidation of 
existing assets, the expansion of output and the diversion of 
output. The expansion of output depends on the greater intensity 
of work by the existing labour force and on the increase of the 
labour force from the ranks of the unemployed and from those not 
previously on the labour market ; whilst the diversion of output has 
to be considered under the heads of the previous capital output 
which is not essential and of the possible reduction of consumption. 

The statistics on which to base an estimate of the income 
potential of the country and of the proportion of it which can be 
made available to the Government are very inadequate. But it 
may be helpful to attempt a rough approximation, at any rate, of 
the order of magnitude of the quantities involved. A better guess 
should become possible as time goes on and further evidence 
accumulates. The following figures are mainly based on the work 
of Mr. Colin Clark, brought up to date where necessary by Mr. 
E. Rothbarth, who gives his sources in detail in Appendix II to 
this article. The National Income of the financial year, April 1, 
1938, to March 31, 1939, is expressed in terms of the prices of that 
year, and no allowance has been made for the effect of any later 
change of prices in the forecast for the subsequent period. 

In the year ending March 31, 1939, the gross income of the 
country, including income received from abroad, can be put at 
£5,700 million. Of this aggregate, £420 million was devoted to 
making good wastage and depreciation of existing assets so 
as to maintain our previous capital intact, £250 million to 
increasing our capital equipment in the shape of buildings, trans- 
port and equipment, and £1,300 million to government expendi- 
ture, central and local, including “transfer” incomes such as 
pensions, unemployment relief, and the interest on the national 
debt, including £50 million (net) which was borrowed from the 
public. One might call this £5,700 million the gross taxable 
income of the country. It is the sum of what individuals and 
incorporated bodies think of as their income. For various reasons, 
in particular the inclusion of wastage and depreciation and of 
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“transfer” incomes, it is considerably larger than the net income 
of additional values created by the effort of the year. But it is 
the most useful concept for our present purpose. 

In order to arrive at the amount left over, after meeting their 
direct taxes and putting aside their net savings, which the public 
spent on the current expenses of life—in the shops, for travel and 
amusement, to pay their rent and rates and so forth—we have to 
include not only the cost of making good wastage and depreciation 
of existing capital assets, but also indirect taxes and rates, since 
these items have to be covered by the retail prices charged to 
consumers. Consumption expenditure thus calculated might be 
put very roughly at £4,350 million. A considerably larger pro- 
portion of this figure than of the gross income of £5,700 million 
was at the disposal of the wage-earning and salaried classes with 
incomes of less than £250 a year. If we put the savings of this 
income-group at £60 million a year, their consumption expendi- 
ture may have been about £2,800 million, or nearly two-thirds 
of the whole. 

What are the sources from which the outlay on the War, over 
and above the previous government expenditure, can be met ?— 

(1) A contribution of £250 million p.a. might be found from 
abroad by selling gold and foreign investments. Indeed, if we put 
our more liquid foreign assets at not less than (say) £1,000 million, 
an annual contribution considerably larger than the above could 
be found over a period of two years without an excessive depletion 
of our ultimate reserves. For the next year at least the only 
borrowing on which we can rely will probably take the form of 
increased balances held in London by the Dominion and other 
banks as a result of the large contracts which have been placed for 
the purchase of raw materials within the Empire. Let us put 
this contribution at £100 million. The above is another way of 
saying that we can finance a deterioration in our balance of trade, 
due to an increase of imports over exports, by some such figure as 
£350 million per annum. 

(2) Out of the £420 million devoted to maintaining capital 
assets at home, perhaps £150 million might be diverted to 
government purposes, after allowing for any new private invest- 
ment; and, in the first year, at least another £50 million by 
running down stocks, etc., although so large a contribution could 
not be maintained over a longer period. 

(3) A lengthening of working hours by half an hour a day 
would give an increase of about 74 per cent.; and much more 
overtime than this can and will be worked in many cases. Un- 
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employment during our base year amounted to 12-75 per cent. ; 
whilst the workers who can be brought in from outside the 
insured population, including boys, women and retired or un- 
occupied persons, should considerably exceed in number those 
within it who must be written off as incapable. On the other hand, 
there will be increasing withdrawals to the armed forces and 
other government services, whose output should be measured, 
presumably, by the cost of their pay, allowances and keep. Ata 
very rough guess an increase of output worth between £500 
million and £1,000 million should be possible without any far- 
reaching disturbances or reorganisation of our existing ways 
of life. 

(4) Let us begin with the assumption—to be reconsidered 
later—that aggregate consumption remains the same, in spite of 
the aggregate of income having been increased by from £500 to 
£1,000 million. 

We can sum up the above by saying that there is sufficient 
margin to increase the real expenditure of the Government, 
measured in pre-war prices, by £1,500 million a year without 
great difficulty; that an increase by £2,000 million may approach 
or exceed the limit of what can be accomplished by more or less 
normal methods; and that an increase by £2,500 million or more 
would require drastic and extraordinary measures. The present 
increase of government expenditure may be somewhere in the 
neighbourhood of £1,500 million a year. It should be emphasised 
that these figures assume no increase in prices or wages. Since 
this assumption is not likely to be satisfied in practice, the actual 
increase in government expenditure in terms of money is likely 
to be materially greater than the above at each stage of expansion. 

So far, the result of our calculation may seem satisfactory. 
Unfortunately it assumes that the most difficult part of the 
problem has been already solved. For we are supposing that 
there is no increase in consumption, although the incomes avail- 
able for such expenditure have been increased by from £500 to 
£1,000 million per annum, or an increase ranging from (say) 15 
to 20 per cent. There is little or no evidence on which to estimate 
the marginal propensity to consume. But it is safe to say that a 
considerable proportion of this increase, the greater part of 
which will accrue to the income-group having £10 a week or less,? 
will be expended, unless special measures are applied to prevent it. 

1 No adequate data exist for any precise estimate, but the proportion 


accruing to the income-group having £5 a week or less might be roughly guessed 
at 50 per cent. of the total increase of the national income. 
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Let us resume the argument in even rounder figures than 
before. Out of an increase in government expenditure ranging 
between £1,500 million and £2,000 million a year, about half can 
be found out of the realisation and diversion of existing capital 
resources (foreign assets, borrowing, depreciation and sinking 
funds, depletion of stocks and the reduction of normal capital 
development), and about half out of increased output, provided 
that this increased output is not accompanied by any increase in 
private consumption. The fiscal problem, therefore, is how to 
permit an increase of incomes by 15 to 20 per cent. without any 
of this increase being spent on increased real consumption. 

Retaining for the moment our assumption of no change in 
prices, this increase of £750 to £1,000 million in current incomes 
can only be prevented from resulting in increased consumption 
if it is handed back to the Treasury in the shape either of taxes or 
of savings, voluntary or involuntary. It is not easy to estimate the 
increased yield of the taxes on the basis which the Chancellor of 
the Exchequer has proposed for 1940-41, since his own estimates 
do not take account, I think, of an increase on the above scale in 
the national income. Moreover, they relate to the taxes to be 
collected in that year rather than to the taxes accruing in respect 
of the income of that year. I propose, therefore, to reach a rough- 
and-ready estimate by a simple formula which can easily be ad- 
justed to different specific figures. I assume (1) that the higher 
level of taxation will yield 4 per cent. of the former net national 
income, (2) that we are successful, one way or another, in keeping 
consumption at its previous figure, so that the yield of indirect 
taxes is not increased by reason of increased consumption, and (3) 
that the yield of direct taxes is increased by 12 per cent. of the in- 
creased income, though, owing to time-lags, by no means the 
whole of this sum would be collected within the year. Taking 
the mean figure of £825 million for the increase of income and 
£5,000 million for the former net income, this formula yields 
exactly £300 million for increased taxation in the year 1940-41 

compared with the year 1938-39, leaving £525 million still 
available for increased consumption. 

It is not easy to guess how much of this balance would be 
voluntarily saved. But since by far the greater part of the 
increased taxes will fall on the higher income-groups, it is probable 
that practically the whole of the net increment of income, which 
remains after payment of the increased taxes and subtraction of 
an amount equal to normal saving, will accrue in the hands of 
those with less than £10 a week. If they were voluntarily to 
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save £125 million out of the £525 million in addition to their quite 
substantial normal savings for which we have allowed already, 
perhaps they would have done pretty well. Certainly they will 
not save the whole of it ! 

I conclude that we can get nowhere near the solution of the 
problem by depending on the existing and projected taxes to- 
gether with voluntary saving. So far the Chancellor of the 
Exchequer has not given us the slightest hint of his own solution. 
But he will have, sooner or later, to choose from amongst the 
following alternatives. Moreover, he will have to remember 
that no expedient will really help him which does not restrict 
the consumption of those who have less than £10 a week. We 
have become so accustomed to think of taxation as a means of 
redressing the inequality of incomes that we do not easily adjust 
our minds to a state of affairs where it does not fulfil its purpose 
unless it restricts the outlay of the main body of consumers. 

His first alternative is to increase taxation. In view of the 
income-group the expenditure of which must be reduced, no new 
taxes deserve serious consideration except a wages-tax coupled 
with a large reduction in income-tax allowances or a sales (or 
turnover) tax. Both these types of tax may deserve a closer 
examination than they have yet received. A wages-tax, if it is 
to be adequate to the situation, would have to be of the order of 
2s. in the £, if it were to be over all, and of 3s. in the £ if it 
were to apply to wages in excess of prescribed minima. It is 
hard to see how a tax of this magnitude could be made either to 
be or to appear in accord with social justice; whilst a smaller tax 
. would raise acute political difficulties without solving the problem. 

A sales-tax applied to all retail sales would be acutely regres- 
sive, since it would fall with equal proportionate weight on all 
incomes, from those of old-age pensioners upwards. It would 
have to be limited, therefore, to non-essentials. It is not easy to 
estimate the possible yield of so vague a proposal, but I should 
suppose that a sales-tax on non-essentials would have to be of 
the order of at least 25 per cent. to produce an adequate yield, if 
we were relying on it as our main solution. I do not reject such a 
tax, the case for which must depend on a comparison between its 
yield and the difficulty of rapidly creating the necessary bureau- 
cratic machinery. But I should expect that in practice it might, 
at the best, be a source of (say) £50 to £100 millions additional 
revenue, which would be a good help, but not by itself a solution. 

The Chancellor’s second alternative is to do nothing and to 
allow Nature’s remedy, so to speak, which is a rise of prices 
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sufficient to divert real resources out of the pockets of the main 
body of consumers into the pockets of the entrepreneurs and thence 
to the Treasury, partly in the shape of a higher yield from existing 
taxes, particularly Excess Profits Tax, and partly in contributions 
to loans out of the increased savings and reserves of the entre- 
preneurs. But even Nature’s remedy will not work smoothly if 
nothing is done. For it requires, broadly speaking, that prices 
should rise more rapidly than wages, to ensure which it might be 
necessary to enact legal prohibitions against higher wages. The 
social objections to this expedient are obvious. In particular, like 
a general sales-tax it is highly regressive and falls with unbearable 
weight on the lowest incomes; and it discriminates heavily 
against fixed money-incomes. Moreover, it actually encourages 
an increase of expenditure by entrepreneurs, the only class whose 
incomes would be increased more than in proportion to prices. 
I do not mean to suggest that no aid should be sought from a rise in 
prices. I rely on some increase in prices relatively to wages in 
my final budget given below. But this is a remedy which will 
not be serviceable except in strict moderation. 

His third alternative is a scheme of compulsory saving, 
especially directed at the income-group with £3 to £10 a week. 
I have made proposals along these lines in three articles contributed 
to The Times (November 14, 15, and 28, 1939), the outline of 
which is reproduced in Appendix I below. The special merits of 
a scheme on these lines can be summarised as follows :— 

(1) Instead of the reward due to the working-class for their 
war effort being just taken away from them, it is at worst merely 
deferred. Their sense of security is increased, and, by being given 
some slight claim on the future resources of the community, they 
are put in a position a little nearer to that of other classes. This is 
the only way by which an increased real reward can be given 
them. It would, indeed, be a betrayal of their interests if their 
political leaders do not espouse and advocate this solution. 

(2) The remaining income, which is left over and above the 
compulsory saving, will have an increased purchasing power 
which I have estimated at 8-10 per cent., so that the lower 
incomes, which are exempted from the savings levy wholly or in 
part, will actually have a greater consuming power than if in- 
flation is allowed to develop. I calculate that all family men with 
incomes not exceeding 90s. per week will be enabled to consume 
more and not less. Thus unlike the other remedies, this levy is 
progressive and not regressive. 

(3) Blocked deposits in the Post Office Savings Bank may, 
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when once devised, prove to be a suitable way of making various 
kinds of payments not here specified in detail. 

(4) The power to release a substantial volume of purchasing 
power on the occasion of the first post-war slump, when our 
productive resources are again in excess of effective demand, may 
be a valuable temporary expedient to give us time to think out 
more permanent remedies. 

Let us return to the budget of fiscal resources which ultimately 
emerges from this examination of our income potential. I would 
remind the reader that I am dealing with an increase of govern- 
ment expenditure of the order of £1,500 to £2,000 million a year, 
z.e. a total central government expenditure in the neighbourhood 
of £2,500 to £3,000 million at pre-war prices. An increase beyond 
the higher of these figures, which would represent more than half 
the present national income, would require a far more extensive 
reorganisation of our economic life. To fix our ideas let us take 
a figure half-way between these limits—namely, a government 
expenditure of £2,750 million a year at pre-war prices. (The 
Chancellor of the Exchequer has recently estimated the present 
rate of expenditure at £2,400 million a year.) As before, I am 
dealing only in the roundest of round figures. 


a 
(1) £1,250 million from the yield of the taxes already projected 
for 1940-41 from the higher national in- 
come here presumed and taking no account 
of time-lags but not including E.P.T. 
(2) £550 million (i) from the sale to foreigners of gold and 
securities, 

(ii) from treasury bills taken up by overseas 
banks in London out of their increased 
sterling resources, 

(iii) from lending to the government the 
proceeds of sinking funds, depreciation 
reserves and the depletion of stocks of 
commodities. 

(The magnitude of this figure shows how 
gross an exaggeration it is to say that 
practically the whole of the expenditure 
has to be financed out of current effort and 
abstention. ) 
(3) £300 million from normal current savings largely in- 
stitutional, especially insurance offices and 
company reserve funds. (On the one 
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hand, I am allowing no increase to corre- 
spond to the higher national income and 
the increased incentives to economy; 
but, to compensate this, I do not propose 
to diminish it in respect of the overlap 
with the compulsory saving proposed 
below. It includes an amount corres- 
ponding to the £50 million lent to the 
government out of normal savings in the 
base year. 





£2,100 million, that is to say, from existing and normal 
resources, which falls £650 million short 
of what we require 


£400 million from compulsory savings 
£50 million from new taxes including, perhaps, a 

sales-tax on non-essentials 

£200 million from E.P.T., and from the higher yield of 
the existing taxes (assisted, if necessary, 
by increasing E.P.T. to 80 per cent.) and 
the increased voluntary entrepreneur sav- 
ings indirectly resulting from allowing 
prices to rise (say) 5 per cent. more than 
wages and salaries. 


£2,750 million 


It should be noticed that this programme (apart from the 
rather indeterminate last item) involves voluntary government 
loans of no more than £850 million in the course of a year, nearly 
two-thirds of which would come, not from new savings, but in 
exchange for existing capital assets. Moreover, in so far as pro- 
ceeds are realised from the sale of gold by the Exchange Fund,this 
requires no public issue. I am not relying on any increase what- 
ever in the voluntary savings of individuals, in addition to the pro- 
posed compulsory savings, apart from increased reserves set aside 
by entrepreneurs under the last item above. The moderate size of 
the amount to be borrowed suggests the following conclusions :— 

(1) The borrowing problem is child’s play if the budget prob- 
lem as a whole is tackled from the right end—that is to say, by 
controlling consumption. If inflation comes about, it will be on 
account of an attempt to increase consumption mainly by those 
with from £3 to £10 a week. A patriotic appeal may have some 
effect on this. But how can anyone suppose that it can be pre- 
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vented by issuing government loans at 3 or 34 per cent. instead of 
at 24 per cent. ? 

(2) Those are not less misguided who suppose that the con- 
sumption of the general public can be prevented from increasing 
by a policy of borrowing direct from the public without recourse to 
the banks. The volume of bank credit works through the rate of 
interest and is only relevant to those factors which are sensitive to 
moderate changes in interest rates (which a man’s desire for a glass 
of beer is not). The amount which can be prudently borrowed 
from the banks depends on quite different considerations— 
namely, on how much of their resources it suits business firms and 
the public in the altered circumstances of to-day to hold in the 
form of cash. Certain capital assets will be realised, profits will 
be saved and held in reserve against contingencies and subsequent 
tax liabilities; and it is probable that it will suit those concerned 
to hold a substantial part of the proceeds in liquid bank-cash 
rather than in investments. In so far as this is the case, these 
resources do not cease to be genuine savings (past or current). 
There are the following important reasons why a larger amount 
of “ genuine ” savings will be kept liquid with the banks :— 


(i) A larger volume of output with higher prices and 
wages ; 

(ii) Money held against heavier taxes to be paid long 
subsequently ; 

(iii) Money which has not yet reached the ultimate holder 
who is in a position to invest it permanently ; 

(iv) Doubt as to the future loan policy of the Chancellor 
of the Exchequer ; 

(v) A general desire to be rather more liquid than usual 
at a time when it is difficult to foresee the future and the 
demands it may make. 


The bank deposits of the country are about £2,250 million, of 
which £1,300 million is on current account, and the active note 
circulation about £500 million, making a total of £2,750 million. 
An increase of 15 per cent. in output coupled with increases of 
(say) 10 per cent. in wages and 15 per cent. in prices, taken in 
conjunction with the other special circumstances mentioned above, 
would justify an increase of the order of 20 to 25 per cent. of the 
above total, which means that £550 to £700 million could probably 
be financed through the banks and the note issue without forcing 
the pace or raising Stock Exchange prices to an extent which might 
provoke a speculative boom. In present conditions when new 
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investment is strictly controlled, an exaggerated fall in the rate 
of interest and in risk premiums as measured by Stock Exchange 
prices is the only indication we need watch that bank credit 
expansion is becoming excessive. Commodity prices wili depend 
not on this but on the relation of consumption to available 
output. These figures are not far short of the amount of voluntary 
loans required in the first year. Thus the indications are that it 
would be practicable, and probably advisable, to wait for the best 
part of a year before issuing a loan intended for the public. 

But this must not be misunderstood. Borrowing from the 
banks on this scale is a once-for-all proceeding. It cannot be 
repeated in the second year. Having increased output 15 per 
cent. in the first year, we could scarcely expect to increase it by a 
further 15 per cent. in the second year; and having allowed an 
increase in prices in the first year to correspond to an inevitable 
increase of costs here and abroad, it should be our object so to 
control consumption as to avoid repeating this movement in the 
second year. These considerations combine with the factor of 
time-lags to enforce the conclusion that it is in the first year that 
the bulk of borrowing through the banking system is in order. 
In the first year the right technique is to borrow mainly through the 
banking system, and thereafter mainly from the public. The right 
timing of the loan programme requires no wizardry. The move- 
ment of prices in the gilt-edged market will itself indicate the 
rate at which the legitimate public desire for liquidity becomes 
satisfied; though, of course, these prices (and also the desire 
for liquidity) will be profoundly influenced by expectations as 
to the nature of the Chancellor’s loan policy. The market will 
conform to the best guess it can make of the rate of interest to 
be carried by prospective loans of different maturities. If the 
rates are expected to range round 2} per cent., the market will 
oblige; and if the Chancellor prefers to borrow at a higher rate 
they will raise no objection. Meanwhile they wait nervously for 
him to give a hint. 

J. M. Keynes 


APPENDIX I 
PROPOSALS FOR COMPULSORY SAVINGS * 


(1) A percentage of all incomes in excess of a stipulated 
minimum income will be paid over to the Government, partly as 
compulsory savings and partly as direct taxes. The percentage 
taken will rise steeply as the level of income increases. 


* From The Times, Nov. 15, 1939. 
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(2) The following table illustrates the kind of scale which 
might be proposed, though it would have to be more complicated 
so as to avoid sudden jumps :— 





Per cent. of the 
Excess over a 
Stipulated Income. 





Annual income not exceeding— 


£150 . . ° 20 
£150— £250 ° . ° 25 
£250—. £500 ° ° , 30 
£500— £1,000 ° . . 35 
£1,000— £2,000 : ° . 40 
£2,000— £5,000 ° ° . 50 
£5,000—£10,000 . . ° 60 
£10,000—£20,000 . ° . 70 
Above £20,000 . ° ° 80 








The stipulated income, which would be free of the levy, might 
be 35s. a week for an unmarried man, 45s. for a married man, 
with an addition of 7s. 6d. a week for each child. Thus an 
unmarried man with 40s. a week would contribute ls. a week, 
while a married man with two children would pay nothing until 
his income was about 60s. a week. There might also be a pro- 
vision similar to that in the most recent Finance Act to provide 
mitigation or exemption where a man’s income had fallen sub- 
stantially below its pre-war level. 

(3) A part of this amount will be credited to the individual 
as a deposit in the Post Office Savings Bank. The balance will 
be used to discharge his income-tax and surtax, if any. The per- 
centage of the levy credited as a savings deposit will fall, and the 
percentage taken as taxes will obviously rise, as the level of 
income increases. For example, if we take the level of income- 
tax and surtax which will be in force in 1940-41 for a married 
man with two children, whose income is earned, with £300 a year 
or less, the whole of what he pays will be credited to him in the 
Post Office Savings Bank and will remain his property. At £500 
the total levy will be £1¢5, of which £77 10s. will be credited to 
him and £27 10s. retained to pay his income-tax. Thereafter 
the percentage of the levy which is credited to him falls steadily, 
until at an income level just over £20,000, out of a levy of £16,000 
only £3,000 (in round figures) is credited to him and £13,000 is 
taken in taxes. 

The following are further illustrations: An unmarried man 
with 50s. a week will have to save 3s. a week; a married man with 
two children and £5 a week must save 10s. and pays no income- 
tax, and with £1,000 a year he must save £107 10s. a year and 
pays £180 income-tax. These do not seem to be extravagant 
demands in time of war and may be not altogether to his dis- 
advantage. If his life is insured or if he owes instalments to a 
building society, the above demands will be reduced correspond- 
ingly, as is explained below. 

(4) The sums credited in the Savings Bank, which will carry 
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24 per cent. interest, will be blocked for the time being, and will 
not be available, generally speaking, for current expenditure or 
as security against loans. But the holder will be allowed to use 
them to meet pre-war commitments of a capital nature, such as 
instalments to a building society, or for hire-purchase, or to meet 
insurance premiums. He can also use them, with the approval 
of a local committee, to meet exceptional and unavoidable ex- 
penses, arising, for example, out of illness or unemployment. 
They would be available to meet death duties. 

(5) The deposits will be unblocked and made freely available 
to the holder, probably by a series of instalments, at some date 
after the war. The appropriate date for release would have 
arrived when the resources of the community were no longer 
fully engaged. Such releases would help us through the first 
post-war slump, and would give us time to concert more per- 
manent plans. There would be perfect efficiency in this. The 
people could enjoy the consumption to which their war efforts 
had entitled them at a time when this would cost the community 
nothing, since the resources required would otherwise be running 
to waste. 

(6) The machinery for collection would be the same as for 
National Insurance in the case of wage-earners, with employers 
stamping Post Office Savings books at a rate appropriate to the 
week’s earnings, subject to quarterly adjustment by the Post 
Office should earnings have fluctuated; and the same as for in- 
come-tax in the case of others, the total lump sum due under the 
above scale for both purposes being deducted at source at the 
standard rate of income-tax (7.e., 7s. 6d. in the £), subject to subse- 
quent adjustment by the Revenue in the individual case exactly 
as at present for the purposes of allowances and surtax. Thus no 
new machinery would be required. 

(7) I am not able to estimate accurately the amount of the 
compulsory savings which would result. The figures given above, 
which are only for illustration, might bring in a yield of at least 
£400,000,000 over and above income-tax and surtax, a yield which 
may seem less than one would have supposed at first sight. This 
is because so large a part of working-class incomes is exempt 
even under this proposal. A stiffer scale would bring in a corre- 
spondingly large return. But it is not suggested that the problem 
of purchasing power can be solved by this means alone. It is a 
proposal supplementary to the other remedies—more efficacious 
than any conceivable increase in taxation, and nearly as good as 
10 per cent. fall in real wages, while doing no lasting injury to 
working-class consumption. Above all, it is a new fiscal resource 
capable of further extension if our exigencies increase. 

(8) This scheme would not obviate a programme of normal 
borrowing out of voluntary savings additional to the above. 
For resources will accrue in the hands of banks, insurance offices, 
and the like; and Government loans can be subscribed out of 
company reserves, out of unexpended depreciation moneys, out 
of sinking funds and sundry repayments, and out of capital 
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released by the sale of foreign investments and the reduction of 
stocks, none of which will be subject to the levy. To some extent 
the levy will obviously come out of income which would be saved 
in any case. No more can be claimed for it than that it would 
appreciably ease the Treasury’s task. 

(8) It might be thought fair that those serving with the 
Forces should be credited with additional pay by the same 
method. We cannot afford to pay them more now, but we can 
afford them the reward of deferred consumption. 


APPENDIX II 


STATISTICAL SOURCES FOR THE NATIONAL INCOME OF THE U.K. 
DURING THE FrnanciaAL YEAR Aprit 1, 1938—Marcu 31, 1939 


Gross national income (as 
defined by C, Clark). 


Indirect taxation. 


Transfer incomes. 


Gross taxable income (as 
defined above). 


Government expenditure. 


Gross private investment 
(including depreciation). 


Depreciation. 


Private consumption. 


Wages and salaries below 
£250 per year. 


Incomes below £250 of in- 
dependent workers, em- 
ployees and unoccupied 
persons. 


£ Million, 
Source: C. Clark, Pritchard Wood, A 5,800-5,900 
Commercial Barometer, June 1939 
(published by Pritchard Wood and 
partners). 


Source: C. Clark, National Income and 670 
Outlay, p. 141, brought up to date 
from data given in the Hconomist 
Budget Supplement, April 1939, 
Financial Statement, April 1939. 


Source: As above, and also Ministry 500 
of Labour Report, 1938, Report of 
U.A.B., 1938, Annual Report of 
Ministry of Health, 1938. 


= Gross national income as above plus 5,630—5,730 
transfer incomes minus _ indirect 
taxation. 


= Government investment plus 1,300 
Government consumption plus trans- 
fers. Source: Pritchard Wood, 
June 1939, for Government Invest- 
ment and Government Consumption 
transfers as above. 


Source: C. Clark, Pritchard Wood, 
June 1939. 670 


Source: C. Clark, National Income and 420 
Outlay, pp. 86, 185. Estimate for 
1938, based on extrapolation. 


= Gross taxable income minus Govern- 

ment expenditure minus private in- 

vestment plus indirect taxation. 4,330-4,430 
Source: Pritchard Wood, June 1939. 2,390 


Source: National Income and Outlay, 240 
p. 250. 






































Transfer incomes of income- 
earners below £250 per 
year minus direct taxes 
on incomes below £250. 


Total income of income- 
earners below £250 per 
year. 


Assumed savings of income- 
earners below £250 per 
year. 


Consumption of income- 
earners below £250 per 
year. 


Indirect taxes on the work- 
ing classes. 


Share of working classes 
in “‘ Marginal Income,” 
1934-37. 
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£ million. 

Source: National Income and Outlay, 230 
p. 252, Clark, Economic JOURNAL, 
1938, p. 446, Hconomist Budget 
Supplements, Ministry of Labour 
Report for 1938, Report of U.A.B., 
1938, Annual Report of the Ministry 
of Health for 1938. 


2,860 


Source: C, Clark, Economic JOURNAL, 60 
1938, p. 447. 


Income-savings. 2,800 


Source: National Income and Outlay, 330 
pp. 142-146; Economist Budget 
Supplements. Method of calculation 
similar to National Income and Out- 
lay. 


C. Clark, Economic Journat, Sept. 45% 
1938, p. 440. 
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THE PROBLEMS OF WAGE POLICY IN WAR-TIME 


In an unregulated economic system wage payments perform 
ordinarily a variety of functions. First, they determine the 
several shares of different groups of wage-earners in the aggregate 
of consumption goods; second, they provide the incentive to 
the workers in a given industry to turn out the maximum of 
product; third, they provide the incentive to a worker to remove 
himself to another district or another trade; fourth, they pro- 
vide the employer with an incentive to economise types of skill 
that are scarce, and to be more lavish with kinds of labour that 
are plentiful; finally, in conjunction with such other factors as 
the rate of interest and expectations of future prices, wages 
(and more particularly differences of wages between industries 
providing capital goods and consumption goods respectively) 
contribute to determine the proportion of all resources that shall 
be devoted to the production of consumption goods. The 
difficulties of wage policy in war-time arise mainly from the 
conflict of these various functions. 

The function of determining what part of the national resources 
shall be devoted to the production of consumable goods is not 
likely to be left in time of war to the higgling of wages, and need 
not be discussed at length. The resources available for the 
production of such goods represent the residue after those resources 
that are devoted to the war effort have been deducted. A fall 
in the real aggregate of consumable goods can be redressed, 
when all available resources are employed, only by a relaxation 
of the war effort; such adjustment can be better achieved, if it 
must be, by direct methods than by permitting increases of 
money wages while keeping war expenditure measured in terms 
of money constant. Apart from a relaxation of the war effort, 
increases of money wages and of money incomes generally will 
merely have the effect of raising prices, leaving real incomes as 
they were.1_ An economic system in which all real incomes were 
fixed, and their money values determined by a cost-of-living 
index, would be completely unstable. Anything which might 
make the aggregate of consumable goods less than the aggregate 


1 For an admirably lucid account of the issues involved see Prof. Cannan, 
The Report on Food Prices, Economic JouRNAL, December, 1916, pp. 472-481. 
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of real incomes so determined would lead at once to a vicious 
circle of rising prices and rising incomes that could end only 
with the collapse of the currency. A system, nearer to that 
under which we live, in which all wage incomes were fixed in 
terms of a cost-of-living index, and in which profits varied pro- 
portionately with wages, so that these two groups maintained a 
constant real expenditure, but in which certain salaries and 
incomes were fixed in terms of money, would achieve equilibrium 
by reducing the real consumption of the fixed-income group by 
an amount equal to the decline in the total of consumable goods. 
Anything which might extend the field of those incomes which 
varied with the cost of living and narrow the field of fixed incomes, 
would increase the price rise necessary to achieve equilibrium. 

It would seem evident from the calculations that Mr. Keynes 
has set out on an earlier page that some reduction of the real 
expenditure of the working-class may prove almost inescapable, 
if the war is to be prosecuted with full intensity. It becomes 
relevant to ask what contraction is feasible, should circumstances 
make it unavoidable. To that question no precise answer can, 
of course, be given. It must depend not only on physical and 
physiological possibilities, but also on willingness to endure 
hardships to achieve a given end. During the last war real 
wage rates were, in general, at a minimum in 1917. According 
to Professor Bowley’s calculations, money wage rates in that 
year were from 35 per cent. to 40 per cent. above those of 1914. 
The average level of the Labou: Gazette Index for the year was 
about 180 (July 1914 = 100). Thus, measured by that index, 
real wage rates had fallen by 22-25 per cent. Professor Bowley 
has, however, calculated a modified price index, taking account 
of the fact that owing to shortages of those commodities which 
rose most in price, expenditure was necessarily transferred to 
other and cheaper articles of consumption. Measured by that 
index, real wages fell between 1914 and 1917 by about 12-16 per 
cent. From 1914 to 1938 real wage rates rose by approximately 
28 per cent. They were thus in 1938 some 50 per cent. above 
the level of 1917. 

That is not, of course, to say that real earnings had changed 
at the various dates in those ratios. Although no statistics exist 
to prove it, the increase in hours worked and rewarded at over- 
time, and the increased piece-work earnings on long runs of highly 
standardised output, clearly did much to bridge the gap in 1917 


1A. L. Bowley: Prices and Wages in the United Kingdom, 1914-20, pp. 
105-6. 
No. 196.—vou. XLIx. xx 
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between prices and wage rates. But that they did not com- 
pletely bridge it would appear likely from Professor Bowley’s 
calculations of expenditure in 1918 and 1919,1 derived from the 
known consumptions and prices of the articles to which the bulk 
of wcrking-class expenditure is devoted. Expenditure on the 
whole followed wage rates more closely than prices, indicating, 
it would seem, a material reduction in real earnings, though 
part of the reduction of real expenditure may, perhaps, be 
explained by voluntary saving. 

While a 33 per cent. reduction of real wage rates, involving, 
probably, a 25 per cent. reduction of real earnings, might, in the 
case of extreme need, be physiologically possible, it would, even 
with the most vigorous co-operation of the trade unions, be very 
difficult to achieve to-day. In 1917 many of the social services 
which now prevent extreme cases of hardship did not exist, and 
numbers of elderly and sick people were reduced to standards 
which would now rightly be resisted. 

The problem of the minimum necessary volume of the aggre- 
gate of consumable goods cannot, however, be discussed apart 
from all questions of its distribution. If it were not for the 
need for incentives, it would clearly be desirable in war-time to 
reduce the real wage rates of the better-paid and more highly 
skilled groups (as of all richer sections of the community) rela- 
tively to the lower-paid groups. And this is, in fact, what 
happened during 1914-18. Whereas the rates of bricklayers, 
for example, were raised by 57 per cent., those of compositors 
by 56 per cent., those of engineering artisans by 73 per cent. 
between 1914 and 1918, the rates of bricklayers’ labourers were 
raised by 85 per cent., those of engineering labourers by 115 per 
cent., those of dock labourers by 93 per cent. By 1918, when 
considerable advances had removed some of the anomalies of 
1917 and real wage rates were in almost all cases higher, the 
reduction of real wage rates of unskilled workers was probably 
nowhere more than 5 per cent. The real rates of skilled workers 
were in several cases 15-20 per cent. below 1914. The hourly 
rate of a bricklayer’s labourer in 1914 was 70 per cent. of that 
of the bricklayer; by 1919 the ratio had risen to 81 per cent. 
and by 1920 to 89 per cent.? Since 1918 the ratio of skilled to 
unskilled rates has in very few cases reverted entirely to its 1914 
parity, and the present position is in most trades intermediate 


1 Op. cit., pp. 39-40. 
2 See Bowley: Wages and Income in the United Kingdom since 1860, p. 15 
(where 1925 is clearly a misprint for 1920). 
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between the ratio of 1914 and that of the immediate post-war 
period. The bricklayer’s labourer, for example, now receives 
75 per cent. of the bricklayer’s wage. Thus if the present 
emergency requires a reduction of working-class standards of 
consumption, a further diminution of the ratio of skilled to 
unskilled rates may help to achieve it with the least hardship. 
The same consideration would appear to require also the examina- 
tion of the policy of family allowances, providing for increased 
consumption where the existence of dependent children demands 
it without making similar provision in the case of unmarried or 
childless workers. If the case for some such scheme is strong in 
ordinary circumstances, it becomes almost overwhelming in time 
of war. 

The functions of wages as economic incentives are best con- 
sidered together. Whether for the purpose of attracting labour 
into a given industry or a given district, or for the purpose of 
inducing employers (and through them consumers) to economise 
in a particular type of skill, it is necessary that earnings of 
labour that is scarce shall rise relatively to other earnings. Again, 
if a purely economic incentive is to be effective in inducing 
those already in employment to increase their output, the addi- 
tional reward of additional effort must be increased. If the real 
reward for a given initial effort remains constant, this must 
involve raising the real bonus for additional output. Since 
skilled labour is more likely to be scarce than unskilled, all these 
considerations are likely to be in conflict with the requirement 
to make a limited real income go as far as possible in satisfying 
needs, with its corollary that all shall be brought closer together 
rather than increasingly separated. It is important, therefore, 
to ask how far the functions of wages in the providing of economic 
incentives can be replaced by administrative machinery of one 
kind or another. 

With this problem in mind, it is interesting to study the 
history of the last war. The early months of that war much 
resembled the present phase in two respects. First the partial 
collapse of private business resulted in fairly widespread, but 
not very considerable, unemployment. By September of 1914 
male employment was estimated by the Board of Trade! to 
have contracted in the building trades by 9-8 per cent., in cotton 


1 Reports of the Board of Trade on the State of Employment in the United 
Kingdom; Cd. 7703 and 7850, quoted in two articles by Mr. H. D. Henderson 
on “‘ The Effect of War on Unemployment,’’ Economic JouRNAL, December 1914 
and June 1915. 








644 THE ECONOMIC JOURNAL [DEC. 


by 17-4 per cent., in furniture, etc., by 19-1 per cent.—in each 
case a somewhat greater contraction than could be explained by 
the numbers who had enlisted—but over the whole field covered 
by the inquiry contraction (10-2 per cent.) was not greatly in 
excess of the number known to have joined the forces (8-8 per 
cent.). Already in September (herein also the resemblance is 
evident) certain trades showed relative growth in the form of a 
less contraction than was due to enlistment. The iron and steel 
trades, shipbuilding, chemicals, the leather trades and linen, jute 
and hemp were among such industries in September 1914; in 
October the engineering trade had joined their number; by 
February 1915 several industries had more than replaced their 
losses (by now in most cases about 16 per cent. of the male 
labour force) and other industries had gone far to replace them. 
The shortage of engineers, in particular, was already beginning 
to manifest itself, and wage rates were beginning to rise, not so 
much because of price rises (after an increase of some 16 per cent. 
in the first days of the war retail prices had fallen back in October 
to about 12 per cent. above July), but rather because the few 
and very localised producers of armaments seemed to have little 
alternative if they were to secure the necessary labour. There 
resulted a scramble for skilled men, not only in the engineering 
trade but also for shipbuilding, for the construction of hut- 
ments and in a variety of other trades providing for the needs 
of the armed forces. Even the Government establishments 
themselves were drawn into this hectic competition. 

Unquestionably the rise of wages was one of the factors 
which contributed to draw large numbers of workers into these 
trades, but among the effects were various undesirable as well as 
desirable features. The sudden changes in the customary rela- 
tions of wage levels in different trades caused widespread dis- 
content. Industries or firms which did not quickly raise their 
own rates found themselves denuded of workers, many of whom 
were necessary to the fulfilment of Government contracts. The 
cost of the conduct of the war was being raised out of all pro- 
portion to the net increase in the resources made available. 
The priority of various types of Government expenditure was 
made to depend mainly upon the willingness of individual 
Ministers to countenance increases of prices for their more urgent 
requirements. 

1 See Humbert Wolfe: Economic and Social History of the World War; 


Labour Supply and Regulation, pp. 240 and 252. The following account of the 
events of 1914-18 is largely based upon his work. 
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From the early days of the war certain machinery had existed 
to reinforce the incentives provided by rising wages. Already 
in the autumn of 1914 the negative precaution was taken first 
by the Admiralty, and later by the War Office, of “‘ badging ” 
workers directly employed on armament production to protect 
them from the indiscriminate assaults of the recruiting officer. 
During May and June of 1915 “‘ King’s Squads ” of armament 
workers, prepared to transfer themselves at a moment’s notice 
to wherever their services might be required, were formed on 
the Tyne and the Clyde, and this was a few weeks later enlarged 
into the national War Munitions Volunteer Scheme, including 
over 100,000 skilled workers in the engineering trades. Many of 
them, however, were men already employed on work of national 
importance, and objections to their transfer from their present 
employment were almost universal. The National Service 
Volunteers Scheme of 1917 provided a similar organisation for 
other categories of workers. 

The obstacles to movement were, in fact, considerable. The 
sudden influx of labour into the towns where munition factories 
existed made great demands on housing and accommodation. 
Many men were forced to live in exceedingly uncomfortable 
lodgings, separated from their families, and incurring much 
higher expenses than if they had been at home. Daily travelling 
from considerable distances became necessary. Thus some 
countervailing payment was almost unavoidable. In the case 
of National Service Volunteers a travelling allowance was given, 
or a weekly subsistence allowance of 17s. 6d. to those living 
away from home. A wider recognition of the different circum- 
stances of different workers might have done more to promote 
mobility without unnecessary increases of wages to those whose 
expenses had in no way been increased. The difficulties of 
mobility were ultimately met, however, by the alternative method 
of securing a more widespread distribution of the manufacture 
of munitions, taking the work to the labour rather than the 
labour to the work. After the first few months of the war, 
indeed, the problem was rather one of too much than of too 
little mobility. 

The Government was quickly driven to provide a more 
effective basis for the control and distribution of the necessary 
labour supplies. This took the form of the establishment in 
June 1915 of a Ministry of Munitions and the passing in August 
of the Munitions of War Act, 1915. The important features of 
this Act were: the prohibition of strikes and lock-outs, and the 
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reference of all disputes to arbitration; the limitation of profits 
in firms engaged on munitions work which might be declared to 
be “controlled establishments ”; a requirement (Section 4 (2) 
of the Act) that no change of salary or wage might be made 
in such an establishment without reference to the Minister of 
Munitions ; the suspension of all practices or customs restricting 
ovtput ; the prohibition (the famous Section 7) of the employment 
of a workman who had left work in a munition factory during 
the previous six weeks without a certificate from his last em- 
ployer, which might not, however, be unreasonably withheld. 

Section 4 (2), in combination with Section 7, provided an 
effective restriction to the scramble for labour and the com- 
petitive raising of wage rates. By degrees, with the guidance 
of the Committee on Production, wages were reduced to some- 
thing more like order. But an undertaking, given in September 
1915 for the purpose of stimulating production, that piece-rates 
would in no circumstances be cut, produced serious anomalies 
between the rates of payment of semi-skilled machine operators 
and those of the more skilled supervisors and tool-setters usually 
employed on time rates, as the level of output of the former on 
standardised work progressively increased. Another undertaking, 
given at an earlier Treasury Conference, that “‘ where the custom 
of a shop is changed during the war by the introduction of semi- 
skilled men to perform work hitherto performed by a class of 
workmen of higher skill, the rates paid shall be the normal rates 
of the district for that class of work,’ provided further com- 
plications, both in regard to those semi-skilled workers who were 
not qualified to set up the machine or do some other part of the 
ordinary task of a fully skilled worker, and also in regard to the 
relative wages of women employed in substitution for male 
labour and in the ordinary women’s trades. 

Although the administrative problems of wage control and 
of labour distribution during the period following the passing of 
the Act of 1915 were by no means simple, they were almost 
certainly less than those of the earlier and chaotic period of 
unregulated competition. Wage increases could not be pre- 
vented outside the “ controlled establishments ”’ and outside the 
industries which came into direct contact with the Ministry of 
Munitions. The partial elimination of the ordinary economic 
incentives does not, however, appear to have added seriously 
to those complications. 

The incentive to economise such skilled labour as a firm 
might possess was always sufficiently powerful. The degree of 
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dilution was a political rather than a purely economic issue. 
Where additional skilled labour was often unobtainable and the 
demand for output was insatiable, the employer had the strongest 
motive to economise his use of skill and to supplement it, so far 
as might be permitted by technical considerations and by trade 
union restrictions, with semi-skilled or unskilled labour. Con- 
ferences between employers and unions with regard to dilution 
had begun in the later months of 1914. In March 1915 a Con- 
ference held at the Treasury between members of the-Cabinet 
and representatives of a large number of Unions had resulted in 
two agreements—one general, one confined to the Amalgamated 
Society of Engineers—which provided for the cessation of strikes 
and the substitution of arbitration and the relaxation of trade 
union practices, subject to various guarantees, for the duration 
of the war. The second agreement had included an undertaking 
by the Government (implemented in the Munitions of War Act, 
1915) to restrict profits in firms in which such practices were 
relaxed. These agreements made possible the introduction of 
much female and unskilled male labour. In the metal trades, 
for example, female labour rose from 9-4 per cent. in 1914 to 
17-8 per cent. in 1916 and 24-6 per cent. in 1918; in Govern- 
ment establishments it rose from 2-6 per cent. in 1914, to 26-5 
per cent. in 1916 and 46-7 per cent. in 1918. 

The incentives to employers to release skilled men from less 
urgent tasks, and to workers to move to the places where they 
were most needed, were provided partly by the appointment of 
dilution officers, partly by the control of exemptions from military 
service. From the passing of the Military Service Act in January 
1916 the general protection afforded by badges to the workers of 
certain firms could no longer be entrusted to the discretion of 
the firms themselves, and the Ministry of Munitions took over 
the responsibility for their issue. The withdrawal of badges, 
first in individual cases, later from whole categories, provided a 
powerful incentive to the skilled workers mainly thus protected 
to transfer to occupations which carried exemption. The 
subsequent history of the Man-Power Board and of the Ministry 
of National Service, and of the various attempts to construct 
schedules of reserved occupations, is too complicated to narrate 
here.1 Such difficulties as were encountered sprang mainly from 
the fact that no committee possessed only of limited powers 
could hope to determine the relative claims of the fighting ser- 
vices, the munitions industries and civilian occupations to share 
1 For a full history see Wolfe, op. cit., pp. 38-56, 
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in the available man-power. This was the fundamental decision 
in the whole prosecution of the war, and it was only when it had 
been entrusted to a War Priority Committee of the Cabinet, 
including the Ministers responsible for the fighting services, that 
the agreements reached were regarded as binding. 

The three-fold control over a worker’s freedom provided by 
Section 4 (2), by Section 7 and by the Military Services Acts 
gave great powers, many were inclined to say excessive powers, 
to the employer. A worker in a controlled establishment could 
only be re-employed by another employer within six weeks if he 
could secure either from his last employer, or failing him from a 
Tribunal, a certificate. Under the Military Service Act he was 
given two months, if occupied on munitions, in which to find 
employment. Refusal of a certificate might in certain cases 
come very near to discharging a man into the army, and 
accusations of industrial conscription in the interest of the private 
capitalist were continually launched against the Government. 

Various attempts were made to remove particular hardships 
and inequities created by the system of leaving certificates. 
The inscription on the certificate of the reasons of discharge, 
with the consequent result of making it in effect a testimonial, 
was prohibited. Certificates were to be given freely to skilled 
men in unskilled employment, to men moving to posts where 
their skill could be better utilised, to men wishing to move to 
work nearer home, to men who for more than two days had 
been given no opportunity of earning wages. But these and 
other mitigations did not redeem the unpopularity of Section 7, 
and in August 1917 the Government was persuaded to give 
powers to the Minister of Munitions to repeal it at his discretion, 
merely substituting a requirement that workers hitherto employed 
on munitions should not be employed on other work. If the 
immediate effects were less disastrous than the gloomiest antici- 
pations of some of the employers they were nevertheless sufficiently 
serious. Without Section 7 factory discipline in a state of full 
employment was exceedingly difficult to enforce, and Section 4 (2) 
—that which forbade wage increases without permission of the 
Minister—proved almost entirely unworkable.1 The Ministry 
of Munitions was forced to attempt to control the situation by 

some alternative method. 

The Defence of the Realm Regulations of 1914 had given the 
Minister power, amongst other things “ to regulate or restrict . . . 
in any factory ... the engagement or employment of any 
1 See Wolfe, op. cit., p. 229. 
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workman or workmen or all or any classes of workmen therein 
with a view to maintaining or increasing the production of 
munitions in other factories, workshops or premises.’”’ From 
April 1918 the system of ‘‘ Labour Embargoes ’’—of orders, that 
is, addressed to particular firms, that no additional skilled labour 
was to be employed by them—was used where necessary to pre- 
vent individual producers from disorganising the output of their 
neighbours by attracting away the essential grades of skilled 
labour, and thus to secure a better distribution of such skilled 
labour as was available. The unfortunate publication at the 
Hotchkiss works at Coventry of a somewhat misleading summary 
of the Ministry’s instructions, which made the system appear 
mainly as a further attempt to substitute unskilled for skilled 
labour, led to an unofficial strike by the workers of certain Unions 
during July 1918. The propriety of the use of “‘ Labour Em- 
bargoes ” was accordingly referred to a Committee under the 
chairmanship of Mr. Justice McCardie. They regarded the 
system as a justifiable, indeed necessary, means of securing the 
best possible use of the increasingly deficient supplies of skilled 
labour, and it remained in constant, but by no means wide- 
spread, use until the end of the war. 
The incentive to work as hard as possible is more complex. 
It is partly a matter of the form of wage-payment, it is partly 
a matter of workshop discipline, it is even more a matter of 
general contentment and goodwill. The attempt was made to 
extend the scope of piece-rate payments, and provide an economic 
incentive to increased output. In the engineering trades such 
payments became increasingly common. In the building trades 
and in the associated wood-working trades, more particularly in 
the manufacture of wooden aircraft frames, the extension was 
vigorously resisted by the unions. The efficiency of piece-rates, 
or of any bonus system, depends, moreover, very largely on a 
belief that rates will not be cut if earnings increase, and fair 
wages must depend, therefore, on a satisfactory initial calcula- 
tion of the piece-rate. It was a considerable difficulty at the 
beginning of the last war that experience in the large-scale 
manufacture of munitions was lacking, and many rates were 
fixed at very excessive levels, but, as was explained above, the 
undertaking of September 1915 precluded their revision. When 
account is taken of the resources that it was necessary to devote 
to production of extra consumable goods to induce the extra 
output, and of the inflationary efforts of the higher expenditure, 
it is more doubtful whether the incentive was wholly in the 
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national interest. The extra output, often comparatively slight, 
in excess of that which would have been produced on a time- 
rate basis, was secured by an additional payment which repre- 
sented in many cases a very large part of the whole weekly wage. 

The difficulties of rate fixing have almost certainly been 
diminished greatly both by the experience of 1914-18 and by 
that gained in many fields of engineering during the last twenty 
years. But the efficiency of a given piece-rate cannot be con- 
sidered in vacuo. Any worker inevitably compares his own 
situation with that of others. If all are equally forced by cir- 
cumstances to accept a lower standard of life, the hardships 
involved may appear less than if some are enjoying unwonted 
prosperity. It was a feeling of the unfairness of wages almost 
as much as of their insufficiency, and of the unfairness of regula- 
tions which limited a man’s power to move to a place where 
exceptionally high wages were being paid to others, which led to 
the unrest of 1917 and 1918.1 It is by no means clear that if 
the hardships involved had been more equally and more equit- 
ably shared by all classes, not only of workers, but also of the 
whole community, the willingness to work might not have been 
greater. For in war-time there are powerful incentives other 
than the purely economic ones. That the desire to serve their 
country was not confined to those who enlisted in the fighting 
forces is sufficiently clear from the response to the various schemes 
of munitions volunteers. Factory discipline, regular attendance 
and good time-keeping are, it is true, more difficult to maintain 
in ordinary circumstances when trade is good and employers are 
competing for workers rather than workers for a limited volume 
of employment. That there were cases of bad time-keeping by 
munition workers is undeniable, but they were certainly less 
frequent than they would have been in similar circumstances in 
peace-time, and it must always be remembered that hours were 
often excessive, and the effects on health and fitness increasingly 
great as the war progressed. 

Moreover, under Section 4 (5) of the Munitions Act it had 
been made an offence for a workman to fail to comply with 
rules laid down for the purpose of maintaining a proper standard 
of efficiency, and rules requiring “ regularity and diligence ”’ had 
been promulgated by the Minister in August 1915. Thus in the 
last resort a man could be brought before a Munitions Tribunal. 
But this extreme course was far less often adopted than either a 


1 See a most interesting and typically vigorous article by Prof. Cannan on 
“* Industrial Unrest,”” Economic JouRNAL, December 1917, pp, 453 e¢ seq, 












































- -— A ee ee Oe | | | | i. 


a wee YE S| 








1939] THE PROBLEMS OF WAGE POLICY IN WAR-TIME 651 


warning by a local officer of the Ministry or, alternatively, 
examination before a Shop Committee, composed half of work- 
people, half of management, and these less drastic methods 
usually resulted in the necessary improvement. 


The history of 1914-18 unquestionably shows the difficulties 
of wage policy in war-time. It cannot be hoped that drastic 
readjustments of the nature of production, of its geographical 
distribution, of the demarcations between skilled and unskilled 
workers can be carried through without friction and impediment. 
The reality had constantly to depart from the ideal,’ and to 
compromise between what was immediately desirable and what 
could, in the view of the Unions, be safely conceded in the longer 
term struggle to maintain the advantages of skilled labour and 
restrictions on the further employment of semi-skilled and 
unskilled workers. 

The problem of the moment is whether or not it is possible 
to learn by experience and take a short cut to the full-scale 
organisation necessary to attain the joint ideals of economical 
distribution of a reduced national income and economical dis- 
tribution of a limited labour supply: whether it is necessary for 
the formation of public opinion that lesser degrees of regulation 
shall again be tried and found wanting. 

Already there have been significant advances of wages and 
signs of labour shortage. Table I shows the increases recorded 
in The Ministry of Labour Gazette during September and October. 
It will be seen that in aggregate they result in an increase of 
some £10-5 millions per year. For the changes since the beginning 
of November less precise information is available. A flat rate 
addition to coal-miners’ wages is estimated to increase incomes by 
£5-5 millions annually. An increase of dockers’ wages by ls. 
daily may add about another £1-5 millions. Smaller additions are 
involved in increases given to the workers in the women’s garment 
trade and to wholesale textile workers. The increases calculated 
in the Labour Gazette do not, moreover, include certain of the 
increases to textile workers which have been agreed, but have not 
yet come fully into effect. The total increases up to mid-November 
are thus of the order of £20-25 millions, including agriculture.? 


1 Mr. Humbert Wolfe, op. cit., pp. 2-3, has admirably described this contrast. 

2 The percentage addition to wages cannot be precisely calculated since the 
nitial wages are not in most cases stated. In very round figures it can be said 
that approximately a 1 per cent. addition to the national wages bill has been 
distributed between approximately 15 per cent. of workers, implying, probably, 
an average increase of the order of 7 per cent, 
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TABLE I 
Approximate Number Estimated Amount 
of Workpeople of Change in 
affected b Weekly W. " 
Industry Group.* ™ ’ senses tm 
Increases. | Decreases. | Increases. | Decreases. 
£ £ 
September :— 
ining and Quarrying’. 135,900 178,000 6,870 9,695 
ort’ . ° ° 115,000 _— 80,000 _— 
Other ¢ ; ‘ . 192,300 150 41,730 5 
Total . ; = 443,200 178,150 128,600 * 9,700 
October :— 
Mining and Quarrying ® - 100,900 7,300 20,000 450 
Engineering, Shipbuild- 
ing and Other Metal ¢. 111,000 2,500 9,000 350 
Textile / : ‘ ‘ 250,600 — 38,200 -- 
Other # 7 : : 149,800 30,000 18,700 | 1,500 


Total . . | 612,300 | 39,800 85,900 | 2,300 





* Changes affecting government employees, agricultural labourers, shop 
assistants and clerks are not included. 

*’ These changes are mainly due to the workings of the ordinary wages 
ascertainments. 

¢ Mainly crews of merchant vessels. 

@ Includes shipbuilding and ship-repairing (2s. bonus to adult time-workers 
and 4 per cent. to piece-workers), flannel workers, heavy edge tool workers, chain 
makers, and war risk money to crews of steam trawlers. 

* Includes engineering (2s. cost-of-living bonus to women), galvanisers, blast 
furnace men, iron puddlers, and mill men in certain districts (increases of about 
2-5 per cent. on basic rates). 

J Includes cotton spinning (12-64 per cent. increase), textile bleaching, 
dyeing, printing and finishing (about 6 per cent. increase in Yorkshire, 2s. 11d. for 
men on time rates in Lancashire and Scotland), jute, flax, hemp, elastic web. 

# Includes felt hats, seed crushing, heavy chemicals (5 per cent. increase to 
piece-workers and similar changes for time-workers), paint, colour and varnish 
(6d. to 2s, per week increase), glass bottle (4s. increase under cost-of-living scale), 
leather (in various districts 5 per cent. increase for piece-workers and similar 
increases for time-workers), toys (2s. per week increase). 

+ Of these increases, £180 a week in September and £10,600 in October were 
calculated to be due to the working of cost-of-living scales and £830 and £21,500 
respectively to the working of sliding scales based on selling prices. 


Very much larger sums are, however, involved in claims that are 
being pressed by railwaymen, by omnibus drivers, by chemical 
workers, by workers in the building trades, and by the engineering 
and shipbuilding unions. 

The earliest advances, conceded in September, were made 
to crews of merchant ships and trawlers, in the form of “ war 
risk money,” and few would deny their claim. Other of the 
earlier increases, such as the payments to steel workers’ labourers 
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and to agricultural labourers, have been justified partly by 
greater pressure of work, partly by the difficulties of retaining 
labour in the face of increased competition from other sources. 
In the later discussions of wage advances which have been 
negotiated since the publication of The Ministry of Labour Gazette 
index of prices at September 30, the increased cost of living has 
usually played some part, and it is virtually impossible to separate 
the increases due to rising prices from those due to rising demand 
for labour. The wage advances recorded were, however, in several 
cases appreciably greater than the rise of prices then shown by 
that index. The rise in all items was about 6-5 per cent. and 
in food alone about 9 per cent. In the cotton textile trades the 
additions to current rates were approximately 12-64 per cent. in 
the spinning section and 12-5 per cent. in manufacturing; in 
jute a similar increase of 12-5 per cent. has been granted. In 
both the last two cases the increase is divided between an initial 
instalment and a further increase in January. There is, more- 
over, one issue of principle that would appear to be involved. 
Of the increase of 9 per cent. in food prices, approximately 1-8 
per cent. is accounted for by the tax imposed upon sugar in the 
last budget, and is in no way due to the immediate outbreak of 
war. Is the use of the tax weapon as a means of controlling and 
restricting consumption to be rendered impossible by sliding-scale 
or negotiated advances of wages to offset its effects? That almost 
any indirect tax is likely to produce a number of hard cases, in 
which some adjustment may be necessary, is undeniable. But 
subsequent adjustments should surely be based upon considera- 
tions of equity and need, and be the result of carefully co-ordinated 
national policy rather than of the chances of temporary bar- 
gaining strength. 

It is an added difficulty that, just when its assistance is most 
necessary, the Labour Gazette index, or any similar index, becomes 
least trustworthy. If the real income of persons consuming this 
budget of food is to be maintained unaltered, the money cost of 
doing so cannot have risen (assuming that the price data are 
accurate) by more than the 9 per cent. by which the cost of the 
particular food budget has risen. But actually only five com- 
modities rose by as much as 9 per cent.—sugar by 47 per cent., 
fish by 29 per cent., eggs by 19 per cent., butter by 19 per cent. 
salt or 12 per cent. fresh, bacon by 10 per cent. Ifthecorresponding 
increases of outlay were not in fact fully made by consumers— 
if, that is, they restricted their consumption of these products 
and consumed instead other things which had risen little—they 
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did so because at existing relative prices, they preferred to change 
their form of expenditure, and got more satisfaction for a given 
outlay by doing so. Thus the cost of maintaining a given real 
income must have risen by something less than the cost of main- 
taining the unchanged form of expenditure. Where the dis- 
persion of price changes is as wide as it has been during the last 
two months, the probability of some over-estimate is particularly 
great. The various wage agreements that are based on the 
cost-of-living index, which are usually estimated to cover some 
1,500,000 workers, are thus likely to yield a somewhat higher 
real income at a time when circumstances most require a 
contraction. 

Where workers have for many years been consistently 
underpaid, it is difficult to deny their claims, if not to higher 
real wages, at least to a more equitable share in whatever level 
of real wages is permitted by the available flow of consumption 
goods. If these changes were the concluding stages of a general 
process of adjustment of a system of fair wages, one would have 
little cause to fear them, and in many individual cases good 
ground for welcoming them. It is the belief that they may be 
the prelude of a more spasmodic series of attempts, on the one 
side, to profit by circumstances or to attempt the probably 
impossible task of maintaining real wages by increasing money 
wages, and on the other, to increase profits by attracting all 
available labour, that makes them suspect. 

In the present case, it is true, the existence of the schedule 
of reserved occupations has prevented the complication of in- 
evitable shortages by indiscriminate recruiting. On the other 
hand, the increased mechanisation of warfare, the greater com- 
plexity of modern weapons, the change from wooden to metal 
aircraft, have all contributed to concentrate demand on the 
engineering trades. The great growth of the motor industry 
and its virtual cessation for private purposes have, it is true, 
made available a vastly greater fund of skilled labour than 
existed in 1914. For the moment considerable unemployed 
reserves of labour still exist, not only of a semi-skilled or un- 
skilled character, but also among skilled workers, even in the 
engineering and motor trades. But it is hardly likely that in 
the coming months more serious competition for skilled labour 
will not appear. 

If it does appear, the Government is at least in part armed 
to meet it. The Control of Employment Act, 1939, passed on 
September 21, provides various controls over any competitive 
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scramble for labour. These are to be exercised through orders 
issued by the Minister of Labour. He may issue an order that 
a given employer shall not advertise for labour, or that he shall 
not engage or re-engage any employee without the Minister’s 
consent. As a safeguard, the Minister is required to refer any 
order before publication to a committee with an independent 
chairman and equal numbers representative of workers and 
employers in the trade concerned. Nor may the Minister refuse 
permission for employment of any worker unless alternative 
employment is available, and in case of dispute regarding its 
suitability the worker may appeal to the Court of Referees 
under the Unemployment Insurance Act. Thus purely competi- 
tive and local wage increases may be successfully controlled. 
But this machinery does little to restrict more general increases 
negotiated between all employers and all workers in a given 
industry, and that is the form that most of the increases have 
taken hitherto. 

Moreover the mere prevention of further wage increases and 
the creation of an administrative machinery to take their place are, 
it would seem, unlikely to prove sufficient in themselves. Reduc- 
tions of working-class standards of living will probably be 
required. Are they to be obtained, as they were last time, by 
surreptitious methods, by an increase of prices, followed at some 
short interval by a wage increase, resulting in increasing demand 
and increasing prices, and followed once again by a further, 
but somewhat belated, increase of wages? Such a method of 
reducing real income depends on the existence of time-lags, and 
would be frustrated by any concerted movement to fix wages 
on a cost-of-living basis. Would it not be better for all parties 
to face the real facts? But if this is ever to be done, it is better 
done sooner than later, before haphazard wage increases have 
gone far to disturb the general system of pre-war parities and 
fairnesses. Public opinion must, doubtless, be prepared before- 
hand. But is it so obviously unprepared for a general and 
all-embracing acceptance of the principle that none must benefit 
and all must share equitably in any hardships that may be 
forthcoming in the approaching months ? 


AusTIn RoBINSON 
Sidney Sussex College, 


Cambridge. 

















LABOUR POTENTIAL IN WAR-TIME 


WHEN nations go to war there are few persons whose whole 
lives are not affected by the struggle; those who are not recruited, 
in millions of cases must change their occupations. These 
changes are likely to cause dislocation here and there; they 
may bring chaos. The order of magnitude of the reorganisation 
of labour necessary for different industries requires to be carefully 
estimated. 

In the absence of official figures upon which a plan for man- 
power could be based, a tentative approach has been made in 
the following two papers to illustrate the methods of calculation 
that might be used. In this paper the joint authors have given 
general estimates of the man-power required in different industries, 
if certain definite assumptions are made; in a paper on The 
Building Industry, which follows this, Mr. Bowen has tried to give 
a more particular illustration of man-power problems as they 
affect the building industry, with a discussion that elaborates 
and to some extent modifies the general conclusions. Neither 
paper is intended to give definitive results, but both will, it is 
hoped, serve to show that a rational basis of planning could be 
devised. 

This paper describes an attempt to find out how to secure 
the optimum number of workers in each industry in war-time.! 
The questions investigated are : 


(i) To what extent will war affect (a) the total number 
engaged in industry, (6) distribution of labour between 
industries ? 

(ii) In which industries will the total labour force expand 
and in which contract ? 

(iii) What restrictions should there be on recruitment ? 

(iv) To what extent will the labour force in each industry 
be diluted by female, juvenile and other previously un- 
occupied labour ? 

By comparing data contained in unemployment insurance 
statistics, the 1931 Census of Population, and Government 


1 The study of which the present paper is a summary was undertaken in co- 
operation with members of the Institute of Statistics at Oxford. We are particu- 
larly indebted to Mr, H. E. Caustin and Mr. G. Daniel for their help. 
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material relating to the numbers employed in nineteen industrial 
groups in 1914 and 1918,1 we have been able to arrive at what 
appears to be a reasonable working hypothesis as to the distribu- 
tion of workers between individual industries in war time. We 
have taken as a base the distribution of industry in 1938 and 
assumed that the percentage increases (or decreases) in the number 
of males employed in the individual industries will stand in the 
same ratio to each other as they did in 1914-18, and similarly for 
females. (We assume that by 1918 the labour market had 
adjusted itself to war economy.) In this way we have determined 
the relative sizes of our industries with reference both to that 
general transfer from consumption goods to munitions which is 
a feature of every war, and to the development in industrial 
technique during the last twenty years.? As regards the total 
number which will be left in industry, this must depend, of course, 
on the number recruited to the Forces and the number of pre- 
viously unoccupied persons drawn into industry. Such informa- 
tion as could be collected suggests that recruitment of 3-8 million 
constitutes a reasonable figure to work with.* It is assumed 


1 This material was made accessible to us by the Ministry of Labour, to whom 
we are much indebted. The industrial classification used in this material, and 
used as a basis in the present note, differs both from the Census of Population 
and from the present Ministry of Labour classification. 

2 In certain cases this method does not give a good approximation when 
applied to the statistics for females—namely, where the following features are 
found in combination : a very small number in 1914, a large percentage increase 
1914-18, and a large number in 1938. In such a case the estimate of numbers 
required in the present war is almost certainly too high. The two main instances 
where this combination of magnitudes is found are Banking and Finance, and 
Professions. 

* If the casualty statistics of the Great War can be taken as any guide for 
the present war, it appears that our figure of 3-8 million withdrawals would mean 
Forces of about 3 million. 

The figure 3-8 millions for withdrawals was arrived at in the following way : 
During the Great War proportionate expansions and contractions of known 
magnitudes in each industry were accompanied by withdrawals to the Forces 
representing 46-1 per cent. of the male industrial population of July 1914. Since 
1918 mechanisation of the Forces has greatly reduced the proportion of its 
workers which industry can spare for the Forces. Recent evidence suggests 
that the cost of keeping a man in the Forces has approximately doubled since 
1918 (Sir John Simon, quoted in The Times, September 28, 1939). As a working 
hypothesis we have supposed that the 1914-18 percentage expansions and con- 
tractions in individual industries would, to-day, make possible a withdrawal of 
only 23-05 per cent. (one-half of 46-1 per cent.) of the pre-war male industrial 


labour force. Thus let x,, 2, . . . 2, be the number of males in n industries in 
1938, k,, k, . . . be percentage changes in the number of males in 1914-18 in 
these industries. Inserting the values for z and k we have 

23-05 ” 


(1 + k)x = 11,214,000 and j 99- Lz = 3,496,000 

o o 
t.e., withdrawals of 3,496,000 would be possible if the total initially in industry 
No. 196.—voL. XLIx. yY 
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that all able-bodied males 14-64 will be occupied. The total 
number of women to be drawn into industry has been taken as 
4,097,000. This is not simply the maximum possible number, 
since it has been assumed that there is a limit to the dilution 
of male by female labour. 

Table I gives for all persons, for males, and for females the 
number actually attached to each industry in 1938,? the numbers 
to be employed in each industry in war time, and the percentage 
expansions and contractions. The industries have been grouped 
into those in which the total number of persons engaged will 
(a) expand, (b) undergo no large contraction (i.e., not more than 
10 per cent.), and (c) contract substantially (more than 10 per 
cent.). This classification gives some indication of the extent 
to which building, conversion or scrapping of factories will be 
advisable in each industry. 

Our table shows that metals, chemicals and Government 
service will have to expand greatly,* while building and paper 
must substantially reduce their labour force. Our figure for 
building must, however, be queried. Neither the Great War 
figures nor the 1938 figures reflect the probable effects of air 
raids and decentralisation upon the demand for building. Some 
estimate of the probable demand for building in war time will 
be found in the accompanying note on building. The main 
consumption industries, food, clothing and textiles, show only 
small contraction. 

The first three columns of Table II show the net number of 





were 14,710,000. Now the total man-power available is 15,987,000; therefore 
‘ . 15,987 
both industry and withdrawals can be raised by the ratio 14.710° Thus with- 


15,987 
drawals = 14-710 

1 We have supposed that the total number of women required in industry 
will be limited not just by the total number of able-bodied women in the country, 
but also by the condition that the war-time ratio of females to males in any 
industry must equal that ratio which would have been reached if both males 
and females again expanded by the same percentage as during the Great War. 
Thus if y, is the number of women in an industry in 1938, and c, is the percentage 
change 1914-18, the number in war time to-day ise (1 + ¢,)y;. 

2 Throughout this paper discussion of the labour supply in peace is based 
on statistics for 1938 (the latest year for which unemployment insurance data 
were available). The year 1938-39 has been so heavily affected by rearmament 
that the date July 1938 seems to provide a better basis for an analysis of our 
economy in peace time than would July 1939. 

3% The biggest percentage expansion is shown by Government Service. This 
is due to the huge expansion in Government establishments—arsenals, dock- 
yards, etc.—which come within the group. 





x 3,496,000 = 3-8 million. 
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TABLE II, 


The Need for Reservation in Industry. 
(Males : Thousands.) 





(1) (2) (3) (4) (5) (6) (7) 


Wambers —— eo Required — 
* With- Excess Outflow | Required| Trans- 


Required! grawal | of (2) |COmscrip-| (4) or | Reserva-| ferred 
































Industry. — of those | over (1). | 402 Age-| Inflow | tion Age. | from (—) 
* group 
Aged (19-38) (-—). or to(+) 
19-294. ’ the In- 
dustry. 
| t 
(a) Unreserved Industries. 
Building é ‘ 693 1,000 + 307 617 + 638 --- — 21 
Professions . | 313 | 369 | + 56 | 224 + 224 | — | 0 
Other Industries 155 338 + 183 179 + 279 _ —100 
(b) Partially Reserved Industries. 
sam, Thestens, | 
: 374 461 | + 987 264 | + 227 35 -- 
Clothing ‘ 256 275 + 19 153 | + 114 33 os 
Paper and Printing . 220 256 + 86 151 + 119 33 — 
Banking and Finance 158 177 + 19 117 + 89 32 — 
Textiles 348 373 + 25 216 + 139 31 _ 
Other Manufactur- 
ing Industries . 358 383 + 25 239 + 154 31 _ 
Local Government . 606 656 + 368 + 229 31 ~= 
Commerce " 1,391 1,510 + 119 1,004 + 725 31 — 
Food, Drink ‘and 
Tobacco ‘ . 360 369 + 9 227 + 130 29 “= 
Wood . . " 222 227 + 5 145 + 92 29 a 
Transport a é 1,140 1,120 — 20 671 + 283 28 -- 
Agriculture. ° 640 648 + 8 286 + 160 28 _ 
Mines $ 937 842 — 95 475 + 138 25 —_ 
Municipal Gas, 
Water, etc. ; 125 112 | — 13 62 |! + 15/1 24 — 
(c) Fully Reserved Industries. 
Metals . | 3,023 1,843 — 1,180 1,154 — 532 19 +532 
Government Serv ice 639 330 — 309 185 — 220 19 +220 
Chemicals 4 229 161 — 68 96 — 22 19 + 22 
Total for Indus- 
tries . ‘s 12,187 11,450 — 737 6,833 +2,981 —- +653 
Unoccupied . . _ 721 + 721 150 + 819 = — 669 
Total for Indus- 
tries and Un- 
occupied - | 12,187 12,171 — 16" 6,983 + 3,800 se —16* 


























N.B.—The number of recruits to the Forces is assumed to be 3-8 millions. The conscription 
age-group is assumed to be 19-38. 

1 Owing to our having calculated only to the nearest half-year the age-group necessary to 
give recruitments of 3-8 millions, a small discrepancy between total excesses and total deficits 
appears. If the exact age-group had been found, the two would be exactly equal. 

* Owing to our having calculated the reservation age to the nearest year only, we obtain a 
small excess of transfers from the industries over transfers to the industries. If exact age-limits 
were calculated, the two would be exactly equal. 


males who ought to be left in each industry if a total of 3-8 million 
men are recruited ; the numbers who would be left after recruiting 
this number by conscripting every man aged 19-29};* and the 
excess or deficit in each industry which would arise from such a 
method of recruitment. It is seen that in the absence of any 
reservation, conscription by age would have to be accompanied 
by very large labour movements between industries: 837,000 
men would have to move out of their old industry into a new one. 


3 The number of males within this age-group being 3-8 millions approximately. 
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We have therefore calculated the ages at which men would have 
to be reserved in each industry in order to obtain the required 
number in every industry with the least possible inter-industrial 
movement. We have assumed military service will begin at 19 
years. Columns 4-7 of Table II give for each industry the reserva- 
tion age, together with the number to be recruited to the Forces 
and the number to be transferred to (or from) other industries ; 
this last has been reduced to 121,000. It is seen that, in order 
to minimise inter-industrial movement, almost all industries 
have to be partially reserved, and the conscription age-limits 
in the unreserved industries have to be 19-38 in order to obtain 
the 3-8.million recruits.? 

We have classified industries into (i) industries which should 
be contracted by more than the number in the age-group 19- 
38; these should supply workers to other industries (or supply 
recruits outside the age-group 19-38); (ii) industries which should 
be ‘contracted, but by less than the full number in the group 
19-38 years (in these industries some workers should be reserved— 
not necessarily because they are “‘key”’ men in the usual sense, 
but simply because a large number of them are wanted); (iii) 
industries which need to expand, and are therefore fully reserved.? 

So far we have been analysing the effects upon the male 
labour supply of withdrawing men from each industry. We 
shall turn now to the other side of the picture: the drawing into 
industry of the country’s available labour reserve. Far the 
largest. part of this reserve consists of female labour. The 
number of women required in each industry (cf. first footnote 
on page 658), the numbers actually in the industries in 1938, 
and the net inflows required in war, will be found in Table I. 
The total required female inflow into industry is just over 4 millions. 
Is such a reserve available? If we suppose that all the single 
and widowed, and one-third of the married women within the 
age-group 14-55 will work, we obtain an inflow of 4,144,000. 


1 It may, of course, be found desirable to reduce the reservation ages and 
increase the amount of inter-industrial movement—this depends on the relative 
advantages of having young recruits for the Forces and having trained men in 
industry. Another point to notice is that the Forces themselves need certain 
types of skilled workers for their service trades. 

* Unfortunately it has not been possible to check the reservation ages calcu- 
lated here by referring to the official Schedule of Reserved Occupations (revised 
September 1939). The latter is based on an occupational classification about 
which we have insufficient information for such a check. Moreover it is very 
important to notice that a scheme of reservation by industries would be quite 
inadequate : even in severely reduced industries it may be necessary to prevent 
key men from leaving. There would therefore have to be different ages of 
réservation in each industry, according to occupation. 
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It would seem that such an inflow, while not impossible, would 
pretty well exhaust the reserve of female labour available for 
industry.? 

An inflow of 4 million women, accompanied by a net reduction 
of 2,981,000 in the number of men in industry, will involve an 
enormous dilution of male by female labour. The proportion 
of female to male labour in 1914, 1918 and 1938 was 30 per cent., 
56 per cent. and 42 per cent. respectively; according to our 
figures it will be 85 per cent. in the present war. 

Unoccupied males provide a reserve of some 819,000. These, 
which we have included in our figures for numbers available in 
war time, also represent some dilution of labour, since many 
of them are either juveniles or older men (Table I). The number 
between 19 and 38, many of whom could be put immediately 
into the Forces, is about 150,000. 

The number of boys reaching the age of 14 each year (about 
367,000 in 1938) is largely balanced by deaths (about 120,000) 
and retirements (normally about 199,000). The difference 
between these annual inflows and outflows, plus a small allowance 
for people normally due to retire but staying on for war work, 
represents an annual addition to the labour force. The size of 
this net annual inflow is not large. The figure of gross inflow 
of juveniles is, however, in itself interesting, since juveniles 
represent an easily adaptable element in the labour supply.’ 

In this paper we have only made estimates for industrial 
groups. An analysis by separate industries and occupations 
would almost certainly reveal many important problems. Our 
material was, however, wholly inadequate for such an analysis. 
Even the analysis for broad groups presented here must be 
regarded as experimental : emphasis should be placed rather on 
the method used than on the numerical results obtained. 


Institute of Statistics, H. MaKkowER 
Oxford. H. W. Rosrnson 


1 The Economist (August 26, 1939, p. 387) estimates the available reserve of 
female labour at 6 millions. This estimate is based on the assumption that of 
the unmarried unoccupied females all persons between the ages 15 and 65 are 
recruited to industry, and of the married and unoccupied within the same age 
limits, one-quarter. Moreover, it is assumed that about one-half of the un- 
occupied are married, whereas actually the proportion is about 80 per cent. 
If this is taken into account, the Hconomist’s figure for the female labour reserve 
is reduced to about 4 millions. 

2 In the above figures no deduction has been made for people incapacitated 
by ill-health. On the other hand, no allowance has been made for net immi- 
gration into Great Britain between 1931 and 1938. Net inward passenger 
movements 1931-37 were 159,000. 
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THE BUILDING INDUSTRY IN WAR-TIME! 


. I. INVESTMENT In BUILDINGS 


Burmpine output and employment must be profoundly 
affected by war-time conditions. According to Table I,* the 
Building Industry must part (net) with 573,000 persons or 638,000 
males*; and even if it provides some 350,000 young men for the 
forces, it must also release 290,000 males for other industries, 
if the 1914-18 experience is a true guide. 

It is interesting to test these preliminary results by estimating 
the order of magnitude of the reduction in output that is entailed 
when building workers are reduced by 42 per cent. A rough 
assumption may be made that output will itself be required to 
be reduced by the same percentage. 

Table III gives two estimates of the value of building output 
in the United Kingdom. The total was running from £310 to 
£350 millions in recent years, and maintaining its steady rise, 
since government expenditure was more than compensating for 
the falling off in private enterprise. A cut of 42 per cent. would 
reduce this expenditure (at pre-war prices) to £180—£200 millions, 
approximately, per annum; or, in other words, expenditure 
must go down by £130 or £150 millions. 

Housing, private factories, and other private buildings, if 
their output came nearly to a standstill, would be items of private 
building investment to be reduced, and would certainly provide the 
necessary amount. But Government expenditure on new build- 
ings, although it has more than doubled for 1939-40 over 1938- 
39, is not likely to remain as low as £66 millions; nor is the housing 

1 This article is meant to be read as a supplement to the more general article 
which precedes it. The Tables are numbered consecutively with those in the 
previous article, to which Tables I and II, when mentioned below, refer. 

* Tables I and II refer to the preceding article; for convenience of reference 
Ihave numbered my own Tables III to V. 

* Since 65,000 females net are to be drafted into the industry. 

* As far as possible, the bases of the two estimates given in Table III have 
been made comparable. Contracting, railway work (whether on the line or on 
buildings) and highway construction and repairs are excluded both from the 
output estimates made directly and from the second estimate based on building 
employment. There is, however, some error, in so far as the value of new build- 
ings includes work done by other trades (electricians, etc.), and, on the other 


hand, in so far as some building-industry workers do work outside the totals 
mentioned here, but these errors are not likely to be relatively large. 
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of an increasing air force and army, with their machines, likely 
to be accomplished for less than an annual £100 millions. 

There are three special features of the present war which may 
upset these calculations. 


1. The mechanisation of the forces. This involves also an 
industrialisation of the forces and a demand for skilled labour, 
and even unskilled labour for fortifications, communications, etc. 

2. The re-distribution of the population owing to the air 
menace. This means not only evacuation, but the spending of 
government money in the remoter districts, and the housing of 
workers there. 

3. The repair of damage caused by air raids. No estimate 
of this can be made. 


It is obvious that an additional repair bill running into £50 
or £100 millions would gravely strain our limited resources. 
Air raids may entirely vitiate the comparison of current needs 
with the relative changes of 1914-18. 


TaBLe IIT 
Building Output: Estimates of Value (£Mn.) 
(United Kingdom.) 














| 1939 
1935. 1936. 1938. (Peace 
basis). 
New Buildings : 
1. Housing ; ‘ - | 140 +10] 156+ 10} 1836+ 10] 121410 
2. Factories b é 16+ 2 20+ 5 25+ 5 21+ 5 
3. Government . - 3 7+ 2 ll+ 2 27+ 2 66 1 
4. Other (shops, offices, 
churches, schools, etc.). 24+ 5 34+ 5 41+ 5 36+ 5 
Repairs F 4 P ‘ 82+ 10 84+ 10 92 + 10 92+ 10 
Total i r A . | 269+ 10 | 305+ 10 | 3214+ 10 | 336+ 10 
Total: Second estimate . | 269 295 334 —- 

















Source.—First estimate based on Census of Production totals and items for 1935, 
raised to allow for firms not making returns (see Review of Economic Studies, 
February and June 1939). Subsequent years interpolated on basis of per- 
centage changes in Building Plans Passed series for different categories. 
Government figures from Appropriation Accounts, adjusted to calendar years. 

Second estimate based on Building Craftsmen Employed index, adjusted 
for costs, and based on 1935 total. 
1 Estimate 1939-40. 


Inspection of the financial figures of Table III thus suggests 
that a severe decrease of private investment in new buildings 
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would approximately be sufficient for a 42 per cent. reduction 
in output, were it not for the new factors 1-3 mentioned above. 
These factors make it probable that Miss Makower’s and Mr. 
Robinson’s method yields too drastic a result in the case of the 
building industry. It fails to take into account fundamental 
changes in conditions since the last war. But if official estimates 
were available of the Government’s new requirements (and here 
let us enter a prayer for the continued publication or at least 
compilation of statistics, and for the extension of their scope), 
this first approximation to total necessary changes could be at 
once improved. 

The total figures are not, however, an adequate basis for 
precise conclusions. It is essential in the case of the building 
industry to consider the different types of man-power; and as 
an example of the next steps of analysis, a brief account is given 
below of the Dilution of Labour, the Employed and the Un- 
employed Reserves, and Regional Difficulties. 


II. Ditution oF LaBouRr 
(a) Women 

The total number of male employees aged 14 and over insured 
and uninsured in the building industry in July 1938 may be put 
at 1,189,000, as compared with 985,000 in 1931. These estimates 
exclude the categories “managerial” and “ working on own 
account.” 

In terms of insured workers in employment aged 16—64 only, 
there were 688,000 males in 1931, and 895,000 males in July 
1938. The ratio of males to females in employment was 81 to 
1 in 1938 (75 to 1 in 1931). 

The estimates of Tables I and II require that 83,000 females 
should be employed in the building industry. It is interesting 
to speculate how many of these could be used in office work and 
how many would be required to go in for actual building labour. 
The ratio of male building workers to (male) managerial building 
workers in 1931 was 15-1 to 1, and there is reason to believe 
that it was not far different from this in 1938.1 

Male typists and other clerks in the building industry num- 
bered 12,700 in 1931 or 1-3 per cent. of the total male employees. 
In 1938 at the same percentage they would have numbered about 
15,400. Supposing these male workers to be wholly replaced by 


1 The Census of Production ratio for 1930 was 14-8 and for 1935 14-1 (Building 
and Contracting Trades). 
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females there would still remain 50,000 females to be found jobs. 
It does not seem reasonable to suppose that more than 10,000 
of these could fill managerial posts. 

Thus at least 40,000 females would have to engage on the actual 
physical work of buildings. As most building crafts offer too 
heavy work for females, only such lighter skilled work as painting 
would be open to them; and nearly all unskilled work connected 
with building is also heavy work. But females entering a new 
industry are likely for the most part to be unskilled. It is clear 
that the estimates of Tables I and II have led to results that are 
in this respect too optimistic. 


(b) Juveniles 

The possibility of drawing on juvenile labour for supplementing 
building labour cannot be fully discussed, since this problem 
must be tackled for all industries together, and not only for an 
individual case. Theoretically the whole of juvenile labour 
might be available for the building industry; in practice only 
that part of it which can be spared from employment elsewhere. 

Of the general problem of juvenile labour it may be mentioned 
in passing that there is not much extra to be gained from uni- 
versalising the practice of beginning employment at 14 instead 
of 16 years of age. There were only 44,000 new entrants into the 
whole juvenile male insured population aged 16 and 17, as com- 
pared with 283,000 new entrants aged 14 and 15 in 1938-39. 
Most insured aged 16 and 17 must therefore have been entering 
through the ranks of the 14 and 15 years old. 


(c) Skilled and Unskilled Labour 


It is possible to distinguish statistically between building 
craftsmen—that is, those employed in one of the seven skilled 
building trades as carpenters, bricklayers, masons, tilers, plasterers, 
painters, or plumbers—and “ non-craftsmen,”’ or all other build- 
ing workers.1 The ratio of craftsmen to all building workers 
employed has fluctuated in the United Kingdom between about 
48 per cent. and 53 per cent. since 1924. This ratio varies rather 
more noticeably between different regions of the country, being 
as high as 64-8 per cent. in Scotland and as low as 46-1 per cent. 
in London. But for the country as a whole it has a stability 


1 All other building workers are further divided into ‘‘ Labourers to Crafts- 
men, and Builders’ Labourers,” ‘‘ Navvies, etc., and General Labourers ’”’ and 
‘“* All other Occupations.” For the sake of curtailing the exposition, these 
distinctions have not been used in the present argument. 
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which suggests—especially as these are employed insured per- 
centages—that a technical factor is at work. 

It therefore seems a reasonable hypothesis that about 47 
per cent. of total builders must be “‘non-craftsmen.”! Similarly 
it is possible to form some idea of the probable technically required 
proportions between the different crafts for different parts of 
the country; this analysis is carried out below under the heading 
“ Regional Difficulties.” 

There is a different age-distribution as between craftsmen 
and non-craftsmen (Table IV). Thus a simple calling up of 
building workers would leave a deficiency of one or the other, 
according to which age-group was being conscripted. Since the 
discrepancy is highest in the age-group 25-44, it is important 
that a greater percentage of non-craftsmen should be summoned 
from this group than of craftsmen; while, on the other hand, 
there is nothing to be gained by adhering to the reserved principle 
so strictly as to keep bricklayers with no unskilled labour to 
assist them. 

TaBLeE IV 


Age-Distribution of Craftsmen and Non-Craftsmen 1931 
(Great Britain) 











Age. Craftsmen, %. Non-craftsmen, %. 
14-24 . ‘ ‘ . ‘ ‘ 31-6 21-6 
24-45 . " » : 4 7 34-4 48-0 
45-64 . ‘ ° > . 28-7 27-6 
65 and over . a ; ; ; 5-3 2-8 
Total . P ; ; 100-0 100-0 











III. Regionat DIFFICULTIES 


In Table V are shown the different proportions of insured 
craftsmen occupied in the different individual crafts; each craft 
employment figure being expressed as a percentage of total 
insured craftsmen employed. The table is also classified by 
regions.2 The last four rows of the table depict changes in the 


1 “ Non-craftsmen ’’ must not be precisely identified with unskilled workers, 
since among non-craftsmen are experts in the newer types of steel and concrete 
building. 

2 “ All Northern ” is taken to obviate the difficulty of comparing the present 
north-west and north-east and northern divisions with the pre-1936 north-west 
and north-east divisions, The sum of the first three is “‘ all northern” after 
1936, and of the latter two before that year. Otherwise the divisions follow the 
usual Ministry of Labour classification. It is by the courtesy of the Ministry 
of Labour that I have been able to compile this table from unpublished returns. 
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level of employed and unemployed insured builders, both crafts- 
men and non-craftsmen. 

London, comprising the Administrative County and some 
surrounding boroughs, showed a continued high level of employ- 
ment in 1938, while the South-east, South-west and Midlands 
were slowing down or declining from the high level of 1936. It 
is the high level of building in the London area that accounts 
indeed for the discrepancy between the two financial estimates 
in Table III for 1938, since London is poorly represented in the 
series of Building Plans Passed. 

Table IV suggests, further, that London’s skilled building 
craftsmen form a reservoir from which the rest of the country 
may draw. First, there are the London unemployed, who were 
paradoxically the highest in the country in 1938, no doubt being 
largely migratory workmen seeking a new job in an expanding 
market. Secondly, it is from the London employed workmen 
that many skilled craftsmen may come as private and public 
new building declines relatively in London to the increased 
public spending in remoter regions. 

But the adjustment of the supply of building craftsmen and 
others between one region and another cannot be planned simply 
in terms of total craftsmen; Table V shows the considerable 
differences that exist between the proportions of each type of 
craft employed in the different parts of the country. Brick- 
layers, for instance, were 10-8 per cent. of the total in Scotland 
in 1938 and 30-2 per cent. in the Midlands. Tilers and slaters 
were 7-2 per cent. in Scotland and 0-3 per cent. in the South-east. 

Thus the technical needs of building in the different parts 
of the country must be carefully assessed, or else, despite a 
blanket reservation scheme applying to all classes of builders, 
bottle-necks, and therefore even unemployment, will occur 
among the men who are reserved specifically for building work. 
The technically correct proportions of different craftsmen must 
be kept in reservation, even in an industry like building, where 
the total number is to be reduced. 

The regional proportions given in Table V would form some 
guide to administrators for the solution of the problem. A 
much more exact basis of planning could no doubt be found if a 
co-ordinating authority insisted that new building plans were 
drawn up for a considerable period ahead. Architects, building 
employers’ federations and trade unions and Government depart- 
ments must be brought together before a policy can be definitely 
planned. 



















TABLE V 


Insured Building Craftsmen Employed, 1938 


(Each Craft as percentage of Total Craftsmen Employed and Total Craftsmen 
and Non-Craftsmen Employed and Unemployed. By Regions for the 
United Kingdom.) 
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South- 


east. 


South- 


west. 


Scot- |,,, ly 
Saad. Wales.| U.K. 














Per cent. 

Carpenters 26-0 | 32-6 | 32-0 | 29-6 | 30-3 | 30-3 | 34-9 | 30-1 
Bricklayers 19-1 | 26-6 | 18-7 | 30-2 | 23-8 | 10-8 | 19-0 | 21-7 
Masons . 1-8 0-8 | 10-7 1-5 3-3 | 11-0 | 10-3 4-4 
Slaters . 1-0 0-3 0-4 1-0 1-7 7-2 0-3 1-7 
Plasterers 8-5 4-7 6-1 6-6 7:8 8-3 | 11-1 7:3 
Painters 35-4 | 28-0 | 25-7 | 23-5 | 23-0 | 19-8 | 20-5 | 26-1 
Plumbers 8-2 7-0 6-4 8-0 | 10-1 | 12-7 3-9 8-7 
Total 100-0 {100-0 |100-0 |100-4 |100-0 |100-1 {100-0 |100-0 

Total craftsmen em- 

ployed as percent- 

age of total build- 
ing employees 51-5 | 52-0 64-8 | 48-9 | 52-5 





Total craftsmen : 
Employed . 
Unemployed 

Non-craftsmen : 
Employed . 
Unemployed 
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55-7 | 14-4 |476-7 
3-0 18 | 45-9 
30-4 | 15-7 |442-6 
8-7 5-6 | 84-9 








given for July 1938. 








The percentages were calculated on the basis of annual average of twelve 
months of the insured employed: the figures for employed and unemployed are 


The difficulties which have been described for the building 
industry would arise in principle for the other industrial groups, 
whether they were to be expanded or contracted. The building 
industry serves as an example to show that the first approxima- 
tion, although not sufficient, is a useful beginning, and to bring 


out even more strongly the necessity of economic co-ordination. 


Oxford. 








Ian BowENn 
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THE UNOFFICIAL MARKET IN STERLING 


On September 5, 1939, the Government carried through a 
de facto stabilisation of sterling. Its value was fixed in relation 
to gold at 168s. per fine ounce, and in relation to the dollar at 
4-02-4-06. At 4-06 the Government was a buyer of dollars in 
unlimited amounts. At 4-02 the authorities were sellers of dollars 
—but only for approved purposes. Consequently it was in- 
evitable that an unofficial market should develop as a result of 
sales by those holders of sterling who were not entitled to obtain 
dollars or other foreign currencies through official channels. 

New York is by far the largest unofficial market in sterling, 
but there is a fair volume of unofficial dealing also in various 
other neutral centres, especially in Amsterdam, the Swiss markets, 
Brussels and Stockholm. Dealing in the unofficial market is 
largely confined to spot sterling. Forward dealing is usually 
difficult and the rates are largely a matter of negotiation. 
Arbitrage between London and the black market in sterling 
is limited, because exchange restrictions prevent London banks 
from operating. There is a certain amount of arbitrage 
between the New York black market and various Continental 
black markets in sterling, whose rates therefore follow closely those 
of the New York market. There is also occasionally arbitrage 
with London by foreign banks arising from discrepancies 
between the official London rates of various currencies and their 
free rates abroad. 

At the beginning of September the unofficial rate of sterling 
in New York was well within the very wide margin between the 
official buying and selling rates. This meant that buyers of 
sterling were able to obtain a more favourable rate than the 
official rate of 4-06 and sellers of sterling were able to obtain a 
better rate than the official rate of 4:02. On September 14, 
however, there was a sharp break in the rate, and on the following 
day sterling dropped to 3-75 in New York. It was this slump 
that attracted attention to the unofficial market, which until 
then had escaped publicity. The cause of the slump was three- 
fold. War developments in Poland and the evident imminence 
of intervention by Soviet Russia gave rise to pessimism regarding 
the prospects of a victory of the democratic countries. At the 



































DEC. 1939] THE UNOFFICIAL MARKET IN STERLING 671 


same time there was an increase of selling in the unofficial market 
by foreign holders of sterling balances. During the first week 
of the war there was no such selling, for it was not clear whether 
or not genuine foreign holders would be authorised to convert 
their sterling into foreign currencies. During the second week 
it became gradually evident that the authorities were not inclined 
to grant permits for such purposes. 

Notwithstanding this, and in spite of the unfavourable 
political developments, there would have been no heavy selling 
by foreign holders of sterling had it not been for a technical 
error committed by the British monetary authorities. On 
September 14 they adjusted the official dollar rate from 4-02- 
4-06 to 4-02-4-04. The object of this adjustment was to reduce 
the abnormally wide margin between the buying and selling 
rates. Unfortunately, in carrying out this adjustment the 
authorities were ill-advised enough to lower the middle rate 
from 4-04 to 4903. As a result, a sweeping wave of distrust 
developed. Many people believed that this new downward 
adjustment by one cent, coming as it did after a heavy slump at 
the end of August, was a prelude to another substantial down- 
ward adjustment. Had it not been for this wave of distrust, 
most foreign holders would have been in no hurry to sell, since 
during the early days of September it was generally assumed 
that the 4-04 middle rate was fixed for the duration of the war. 
As it was, however, the slight downward adjustment of the 
middle rate undermined confidence in the stability of sterling 
and led to hasty liquidations in the unofficial market. 

The slump proved to be of short duration. Within a fortnig: | 
confidence in sterling at its new level of 4-03 became re-established. 
The unofficial rate in New York gradually rose to the vicinity 
of the official rate, and towards the end of September it was 
once more within the margin between the official buying and 
selling rates. Indeed, occasionally sterling in New York actually 
rose above its official buying rate while the London market was 
closed. Notwithstanding this improvement it was evident that 
the problem of the unofficial market in sterling was by no means 
solved. Indeed, towards the middle of October the unofficial 
rate declined once more below 4-00 and in November it under- 
went another sharp fall, accompanied by wide fluctuations. To 
all appearances the dual quotation of sterling has become one 
of the permanent features of war finance. 

Some quarters are inclined to regard the unofficial rate as a 
useful barometer indicating the true financial and economic 
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situation of Great Britain, a situation which would otherwise 
remain concealed owing to the absence of any information re- 
garding international gold movements. This conception is, 
however, entirely wrong. The unofficial sterling rate cannot be 
relied upon as an indicator of Great Britain’s inherent economic 
and financial strength. To a large extent it is vitiated by the 
political factor. It is inevitable that developments in the military 
and diplomatic situation should affect the unofficial rate which 
depends largely upon prospects of victory and peace. Apart 
altogether from this, the unofficial rate is at the mercy of many 
purely fortuitous circumstances affecting supply and demand, 
while normal factors remain outside the unofficial market. A 
very large proportion of transactions in sterling arising from 
foreign trade and financial payments goes through official channels. 
The outflow of capital is not in any way subject to the normal 
influence of interest rates. It consists of the withdrawal of 
foreign balances for fear of political or financial developments, 
or the flight of such British capital as escapes the vigilance of 
exchange restrictions. 

Although the authorities have chosen to adopt the policy 
of refusing permits for the withdrawal of foreign balances through 
official channels, inconsistently enough, they raise no objection 
whatever to the withdrawal of these funds through the unofficial 
market. Foreign holders of sterling are at liberty to transfer 
their balances to other foreign accounts without special permit. 
On the surface it may appear that such transfers do not affect 
the total of foreign balances in London, and that consequently 
they do not cause a loss of gold for the authorities. In reality, 
however, the foreign buyers of foreign-owned sterling need not 
necessarily acquire sterling for the purpose of keeping it. Indeed, 
in the predominant majority of cases they buy sterling for making 
payments for imports of British goods invoiced in sterling; for 
freights and insurance premiums payable in sterling; for interest 
or dividends on British sterling investments overseas; for repay- 
ment of capital by foreign debtors ; and for covering bear positions 
in sterling. 

Whenever the unofficial rate declines below the official selling 
rate of sterling, it becomes profitable to buy sterling for all these 
purposes in the unofficial market in preference to buying it 
through the sale of foreign exchange to the British authorities. 
This means that to the extent to which these various sterling 
requirements are satisfied through unofficial channels, the authori- 
ties will fail to receive foreign exchange which they would have 
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received otherwise. In the case of bear covering, the authorities, 
having supplied the counterpart of short selling before the war, 
will have to lose on maturity the dollars they sold, for the specu- 
lators will cover in the unofficial market instead of in the official 
market. 

The net result of an outflow of capital through the inter- 
mediary of the unofficial market is a corresponding loss of gold 
assets by the authorities. This fact seems to be elementary, 
yet it appears to have been overlooked in official quarters, which 
seem to have worked under the impression that, by refusing 
permits to foreign holders of sterling, they could retain the gold 
equivalent of their balances. The truth of the matter is that the 
Government, by refusing to authorise the withdrawal of foreign 
balances through official channels, has combined the disadvantages 
of the régime of freedom and that of restrictions without the 
advantages of either. It had the choice of two clear-cut solutions. 
It might have adopted an attitude in conformity with the British 
traditions of economic liberalism, according to which, while the 
outflow of British capital and speculation against sterling would 
be subject to restrictions, genuine foreign balances would be 
allowed to be withdrawn freely as during the last war. In taking 
this line the Government would have safeguarded London’s 
reputation as a world banking centre. Alternatively, it might 
have adopted the opposite solution by blocking foreign balances 
altogether in order to retain for war requirements the gold 
they represented. Had the first solution been adopted, it is 
possible that the experience of the last war, during which 
there was more inflow than outflow of foreign balances, would 
have repeated itself. Had the second solution been adopted, 
the Government would have made sure, at the cost of sacrificing 
temporarily London’s reputation as a financial market, of the 
gold resources represented by the foreign balances remaining at 
its free disposal for the duration of the war. As it is, the Govern- 
ment appears to get the worst of both worlds. London has lost 
both some of her reputation for freedom and some of her gold. 
Indeed, it is reasonable to assume that the loss of gold was 
actually heavier than it would have been had foreign holders of 
sterling been assured that they were at liberty to withdraw their 
balances at any time. 

The existence of an unofficial market with a fluctuating 
sterling rate which more often than not is at a discount in relation 
to the official rate is also a most unsatisfactory state of affairs. 


A depreciation such as occurred in September and in November 
No. 196.—voL. XLIx. «aa 
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is highly detrimental to the financial, and even political prestige 
of Great Britain. It provides excellent material for German 
propaganda. It is highly damaging to British trade and is an 
unsettling factor in international relations, both commercial 
and financial, especially in the absence of adequate forward 
exchange facilities. According to the apologists for the official 
policy, it would be a mistake to interfere with the tendencies 
of the unofficial sterling rate; sterling should be allowed to find 
its equilibrium level in the unofficial market, since its depreciation 
would stimulate British exports and the repayment of debts 
owed to Great Britain so that any exaggerated fall would find 
its natural corrective. In reality, the extent to which a depre- 
ciation of the unofficial rate would affect the volume of exports 
under existing conditions is considerably less than it would be 
under normal conditions. The volume of exports depends 
nowadays upon the volume of exportable surplus that can be 
produced, upon the Government’s willingness to grant permits 
for exports, and above all upon the shipping available, rather 
than upon the sterling exchange rate. The extent to which a 
comparatively moderate depreciation of the unofficial rate of 
sterling is liable to stimulate exports should not, therefore, be 
overrated. Even the discount of 7 per cent. on the unofficial 
rate which prevailed towards the middle of September disappeared 
in significance compared with the heavy increase of freights and 
insurance rates, owing to which British coal was said to have been 
quoted in Scandinavia 50 per cent. in excess of German coal. 
The advantages of additional exports through a really substantial 
depreciation of sterling in the unofficial market would be more 
than offset by the unfavourable general repercussions of such a 
degree of depreciation. 

Admittedly, a fall in the unofficial rate of sterling might 
induce some foreign debtors to repurchase their sterling. The 
extent of this movement depends, however, on the views held 
by foreign debtors about the future prospects of sterling. Quite 
conceivably a substantial depreciation of the unofficial rate 
would give rise to a widespread feeling of pessimism, and, as a 
result, most debtors who would otherwise have repaid their 
sterling debts would prefer to wait, in the hope of being able to 
repay at an even more favourable rate. The chances are that in 
the long run it will be easier to induce foreign debtors to repay 
their sterling debts by strengthening their confidence in the 
prospects of sterling. If they feel that the present rate has been 
fixed for the duration of the war, they are likely to resort to 
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repayments as and when the improvement of their trade balances 
in relation to Great Britain and the increase of the absorbing 
capacity of their internal capital market enable them to do so. 

It is essential that steps should be taken to remedy the present 
state of affairs by reducing the fluctuations of the unofficial 
rate. It has been suggested that the authorities should intervene 
in the unofficial market in New York, and by means of systematic 
support should keep the unofficial rate in the close vicinity of 
the official rate. To do so, however, while the authorities con- 
tinue to refuse to grant permits for the withdrawal of foreign 
balances would be the height of absurdity. It would mean 
that while the Treasury would refuse to pay out foreign holders 
of sterling if they applied for a permit in London, it would freely 
supply them with dollars if they sold their sterling in New York. 
Admittedly, something very similar is actually happening in 
the existing system, for even though the authorities do not at 
present directly supply the New York market with the dollar 
counterpart of sales by foreign holders of sterling balances, they 
have no objection if various foreign buyers of sterling supply that 
counterpart instead of buying their sterling against payment of 
foreign exchange to the Treasury. Nevertheless, if the authorities 
actually supplied the foreign exchange by supporting the unofficial 
rate of sterling in New York, the absurdity of their attitude would 
be even more obvious than under the existing practice. 

A much more sensible and satisfactory way of preventing 
an undue depreciation of the unofficial rate would be to take 
steps to reduce the supply. Owing to the large requirements 
of sterling in payment for visible and invisible exports, a steady 
demand in the unofficial market is assured so long as the un- 
official buying rate is slightly cheaper than the official buying 
rate, and in the absence of sudden increases in the supply through 
a burst of selling the rate would always remain in the vicinity 
of the official rate, even without any official support. To reduce 
the supply of sterling, the first step is to make water-tight the 
exchange restrictions as far as the outflow of British capital is 
concerned. There are at present too many loopholes through 
which leakages may occur. 

In this connection it may perhaps be relevant to give a very 
brief summary of the existing exchange restrictions. The follow- 
ing types of transfers are left free :— 


(1) From Great Britain to any “ sterling”’ country of 
the Empire; that is, to all Dominions and Colonies (with 
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the exception of Canada, Newfoundland and Hong Kong) ; 
and to Eire, Egypt and Iraq. 
(2) From a foreign sterling account to a British account. 
(3) From a foreign sterling account to another foreign 
sterling account. 


The following types of transactions may be permitted by 
authorised dealers in foreign exchange without previous reference 
to the Bank of England :— 


(1) Payment for goods imported into Great Britain 
before the war, or on the basis of pre-war contract, or on 
the basis of import permits. 

(2) Granting of sterling credits for imports from Sterling 
countries. 

(3) Shipping disbursements and other similar payments. 

(4) Reasonable travelling expenses up to £25. 


All other types of transactions must be submitted for pre- 
liminary approval to the Bank of England. The following are 
the types for which permits are not granted as a rule :— 


(1) Export of the capital of British residents. 

(2) Withdrawal of the capital of foreign residents. 

(3) Forward exchange operations of a non-commercial 
character. 

(4) The granting of credits for financing non-British 
international trade, in so far as it causes a loss of foreign 
exchange. 


There are many loopholes in these regulations, even though 
some of them have been stopped as a result of the experience 
of the first two months of the war. 

While, for obvious reasons, it would be inexpedient to give a 
full list of the loopholes, there can be no harm in indicating the 
two most important of the generally known avenues for evasion. 

1. Transfer to “sterling” countries of the Empire and to 
Eire is free, and there is reason to suppose that the application 
of exchange restrictions in those countries is less efficient—or to 
be exact, even more inefficient—than in the United Kingdom. 

2. It is comparatively easy to obtain permits for transfer to 
France, even though exchange restrictions in France are not so 
severe as in Great Britain. 

These and other loopholes should be stopped as soon as 
possible. The pace at which the restrictions have been gradually 
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reinforced during the first two months of the war has been too 
slow, and usually reinforcement consisted of increasing diffi- 
culties for genuine transfers without materially increasing diffi- 
culties for evasion. There has been so far no prosecution to act 
as a deterrent to evasion. 

As far as the outflow of foreign balances is concerned, it could 
be reduced by granting to present or future holders an exchange 
guarantee. If the Government were to undertake to guarantee 
to foreign holders the present gold or dollar value of sterling, 
at the same time guaranteeing the free withdrawal of foreign 
balances, then the main object of the withdrawal of these balances 
would disappear. Indeed, some of the funds withdrawn during 
August and September 1939 would return to London. 

Alternatively, the Government could grant an exchange 
guarantee for pre-war foreign balances at the same time as 
blocking them for the duration of the war. Provided that the 
owners are thus safeguarded against a depreciation, and provided 
that they are allowed a reasonable interest on what amounts to 
a forced loan to the Government, the hardship caused by the 
blocking of these balances would be mitigated to a considerable 
extent. What matters is that the present ridiculous siijuation, 
in which the Treasury prevents foreign balances from leaving 
by the front door and pretends not to notice that they are leaving 
by the back door, should be brought to an end. 

PavuL Ernzie 


1 The Government could afford to be more liberal towards foreign balances 
from December 1939 onwards, since by then the pre-war forward contracts will 
have been liquidated; while the forward contracts exist it may be reluctant to 
authorise the withdrawal of foreign balances on the ground that these balances 
are largely covered by forward sales, and that their withdrawal would create new 
speculative positions. 




















BRITISH OVERSEAS INVESTMENTS, 1938 


THE present article is the eleventh of a series which has 
appeared in the Economic JouRNAL containing the results of my 
annual surveys of British Investments abroad. 

This year, owing to the outbreak of hostilities and the long 
period of international tension prior to it, it has not been possible 
to furnish much detailed comment on the trends shown by the 
figures, and the tables are consequently presented here with a 
minimum of text. Nevertheless the statistical data on this occasion 
have been extended to include figures relating to certain other 
receipts in the United Kingdom derived, as in the case of 
dividends and interest payments, from the gross earnings of 
British companies abroad, but which are deducted from such 
earnings in published estimates of net profits. The collection 
of this material has been made possible by the further collaboration 
of some hundreds of British companies, and I wish to take this 
opportunity to express once again my thanks for the continued 
assistance given to me by these companies, as well as by the 
London banks and issuing houses. 

My study of Britain’s oversea investments has now extended 
over a period during which slump has been followed by boom and 
again by recession. Income from these investments has under- 
gone a corresponding fluctuation, sinking to a low level in 1933 and 
rising again to a peak in 1937. The recession which began in the 
latter part of 1937 and continued throughout most of 1938 
naturally impaired the ability of some Foreign Governments to 
meet commitments in respect of external debt, and halted the 
upward trend in earnings of commercial enterprise abroad. This 
development is, of course, reflected in the results for the year now 
principally under consideration, although neither fully nor uni- 
formly throughout every category of investments. For, owing 
to forward commitments entered into by producers of leading 
commodities, the fall in profits was not as pronounced in some 
instances as the decline in prices or industrial output, while the 
high earnings in 1937 helped to maintain dividend payments in 
1938. Requirements for rearmament also tended to alleviate 
recession, particularly in the base-metal-producing industries. 
An increase in the price of gold helped to stabilise gold-mining 
profits and dividends. Nevertheless, despite these mitigating 
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factors, income from oversea investments fell by 64 per cent., 
returning to the level of 1936. 

The flow of capital, both on long and short term, was influenced 
by the recession which continued in the United States in the first 
half of 1938 and by the deterioration in the international situation. 
It will be recalled that the year 1936 and the early part of 1937 
witnessed a considerable expansion in United Kingdom holdings 
of American securities. This trend, however, was reversed with 
the severe decline in American security markets, but the re- 
patriation of capital slackened as soon as these markets began to 
recover. Moreover, political apprehensions resulted in a con- 
siderable influx of short-term funds to New York and a corre- 
sponding substantial export of gold to the United States. On 
balance the capital that found its way to New York consisted 
mainly of money deposited or invested on short term. Actual 
returns from United States companies show, in fact, that the 
amount of British holdings of American securities was slightly 
lower at the end of 1938 than at the end of 1937.1 

We now pass to the detailed results. 


Oversea Government and Municipal Stocks and Bonds. 


As explained in previous articles, loans of oversea Governments 
and municipalities issued in London are by no means wholly 
held in the United Kingdom. Firstly, because tranches of sterling 
issues have been frequently placed abroad; secondly, because 
foreign Governments and nationals have found it convenient to 
repurchase bonds issued in London; and, thirdly, because sterling 
loans are convenient for the investment of resources accumulated 
in sinking funds by Dominion Governments and public bodies. 

A rough measure of the proportions of oversea public sterling 
loans held in the United Kingdom and abroad is given in the 
following table. 


Dominion, Colonial and Foreign Sterling Loans ; Interest Payments 
in London to United Kingdom and Oversea Residents in 1938. 














United King- @ 
ree Abroad, %. 
Dominion and Colonial Governments. ‘ 88-0 12-0 
Dominion and Colonial Municipalities . : 85-9 14-1 
Foreign Governments . ‘ : ‘ . 57-5 42-5 
Foreign Municipalities . ‘ : . , 71-6 28-4 





1 Owing to the rise in security prices, however, British holdings were worth 
substantially more at the end of 1938. 
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The percentage of foreign Government bonds held abroad has 
been very high for many years. The low quotations of many 
defaulted bonds during the depression of 1930-33 and of German 
loans in a later period stimulated their repurchase by foreign 
Governments and their nationals. More recently, however, the 
issue of large amounts of funding bonds to United Kingdom 
holders in lieu of unpaid interest has tended to raise slightly the 
proportion of foreign sterling bonds held in the United Kingdom. 


TABLE I. 


British Nominal Capital Invested in Oversea Government and 
Municipal Loans ; Income Remitted and Sums Repaid. 
































(£000.) 
Nominal Capital. Income. Repayment. 

1938. 1937. 1938. 1937. 1938. 1937. 

Dominion and Colonial Gov- 
ernments . 4 , 993,200 | 1,002,100 38,754 38,972 14,165 19,597 

Dominion and Colonial Muni- 
cipalities 4 P 87,600 86,500 3,951 3,903 1,255 1,279 
Foreign Governments . ‘ 292,700 308,300 8,861 10,842 4,942 5,613 
Foreign Municipalities . é 24,900 28,300 757 872 1,001 1,245 
1,398,400 | 1,425,200 | 52,323 | 54,589 | 21,368 | 27,734 





Since 1934 (see next table) the amount of Empire loans out- 
standing has progressively fallen, due to the fact that some of the 
Dominions and Colonies, notably South Africa, have been able to 
meet their capital requirements from their own resources, and 
consequently to redeem sterling debt. There was a further drop of 
£8-9 million in 1938, largely owing to the redemption of Australian 
loans. The corresponding refunding issue was not fully paid up 
until early 1939, and is consequently not entirely accounted for 
in the above figures. 

Foreign Government and municipal bonds held in the United 
Kingdom declined by a further £19-0 million, principally due to 
repayments on maturity and the operations of sinking funds. 
In view of the low prices of foreign bonds, the sums spent in their 
purchase for sinking fund are, of course, considerably smaller than 
the reduction effected in the face value of these bonds. 

Income obtained from the investments specified in Table I 
showed little change in 1938, except for another striking fall of 
£2-0 million in the amount received from foreign Government 
bonds. For this, the complete default on Brazilian loans in that 
year was chiefly responsible. As will be observed from the next 
table, interest remitted on all foreign loans in 1938 was barely 
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more than half the amount obtained in 1929. Empire loans 
also yielded 8-0 per cent. less income than in 1929, but whereas 
this was a normal development resulting from conversion to 
lower rates of interest, the reduction in foreign bond income is 
attributable entirely to default. 


TABLE II. 


British Investment in Empire and Foreign Public Loans and 
Income Received. 











(£000,000.) 
Empire Loans. Foreign Loans. Total. 

Nominal Rate. | Nominal Rate, | Nominal Rate, 

Amount. Income. %. Amount. Income %. Amount. Income. %. 
1929 1,061 46-4 4-4 351 18-2 5-2 1,412 64-6 4-6 
1930 1,080 46-9 4:3 357 17°8 5-0 1,437 64-7 4:5 
1931 1,104 48-4 4-4 337 17-5 5-2 1,441 65-9 4-6 
1932 1,109 48-9 4-4 323 13-5 4-2 1,432 62-4 4-4 
1933 1,147 49-1 4:3 333 12-0 3-6 1,480 61-1 41 
1934 1,163 49-1 4-2 336 12-0 3-6 1,499 61-1 41 
1935 1,157 48-2 4-2 346 12-3 3-6 1,503 60-5 4-0 
1936 1,100 46-4 4-2 341 12-5 3:7 1,441 58-9 41 
1937 1,089 42-9 3-9 336 11-7 3-5 1,425 54-6 3-8 
1938 1,081 42-7 3-9 317 9-6 3-0 1,398 52-3 3-7 
































Thus, although the average rate of interest payable on foreign 
bonds is considerably higher than on Empire loans, the average 
rate actually paid was only 3-0 per cent. in 1938, compared with 
3-9 per cent. on Empire loans. Of a total of £52-3 million of in- 
come received from these investments in 1938, 81-6 per cent. came 
from the Empire, as compared with 71-8 per cent. in 1929. 

A more detailed geographical classification of the above is 
given in the next table. 

In view of the restrictions on foreign lending and the natural 
reluctance of investors to subscribe to foreign loans, it is at first 
sight somewhat surprising that the total of these investments 
declined by only £42 million between 1930 and 1938. This 
reduction has, of course, occurred mainly in foreign bonds: £13 
million in the case of European countries and £15 million in the 
case of Japan. Owing, however, to the inability of numerous 
foreign Governments to remit funds, many loans have not been 
redeemed at maturity, drawn bonds have not been paid, while 
finally the issue of funding bonds, of which some £35 million are 
still outstanding, has helped to maintain the nominal total of our 
investments in purely foreign bonds at the still considerable, if 
somewhat fictitious level of £317 million. 
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TABLE III. 


Comparison of British Capital Invested in Oversea Government and 
Municipal Loans at the end of 1938 and 1930. 




















(£000,000.) 

| 1938 | 1930 

Australia ‘ ‘ . 430 432 
India and Ceylon . ; ‘ 245 261 
Canada and a : A 116 97 
South Africa and Rhodesia 4 ‘ 109 118 
New Zealand . " ° 122 110 
Other British Territories . . : 59 65 
Total Empire . A ‘ 1,081 1,083 
Europe . ‘ . . . ° 107 120 
Argentine * , J i ° 35 33 
Brazil . ? ‘ . ‘ ‘ 72 73 
Chile ; ‘ ‘ ; P é 19 21 
China. ‘ : : ; : 25 26 
Japan. . ° ‘ ‘ ° 42 57 
Rest of World . J ‘a . P 17 27 
Total of Foreign Countries . ° 317 357 
GRAND ToTAL . ‘ ‘ r 1,398 1,440 











Commercial Investment. 


Commercial investment abroad has followed three main lines, 
although in recent years, owing to the inter-relation of political 
and economic problems, a fourth and important line of development 
has emerged. 

The oldest and principal type of commercial investment 
undertaken is found in the operation of purely British companies 
abroad, of which the leading examples are British railway com- 
panies in the Argentine and other parts of South America, rubber- 
and tea-plantation companies in Malay and India, base-metal- 
mining companies in Rhodesia and Nigeria and oil companies 
in Iran, Iraq, Venezuela, Trinidad and elsewhere. In these 
enterprises the management and control are entirely British, the 
capital required has been raised wholly in the United Kingdom, 
and there is consequently little foreign interest in the shares 
of these companies, particularly since dividends are subject to 
high British income tax. Occasionally the entire property of a 
company is sold outright, as in the case of a railway recently 
disposed of to the Argentine Government for cash and Government 
securities ; or sometimes foreign interests may obtain control by 
the purchase of a preponderant block of shares. Otherwise there 
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is, as a rule, no market for the shares of British companies 
except in the United Kingdom. 

Investment in securities of purely foreign or Dominion com- 
panies is of less ancient origin, although in the nineteenth century 
and up to the outbreak of the last war a large amount of British 
money had been invested in the bonds of American railway 
companies. British investments in the United States are still 
substantial, though equities, not bonds, now form the larger part 
of these investments. British investments in Canadian Railways 
have always been considerable, and in late years electrical power 
and mining companies have become an important field of in- 
vestment. More recently South Africa has jumped into prominence 
with the further expansion in her gold-mining industry, which has 
attracted more funds from the United Kingdom. Except in the 
case of South African gold-mining shares, share issues in general 
are not made on the London market, British participation taking 
the form of direct purchases of these securities on oversea markets. 
Where, however, such issues are made, the securities in question 
are nearly always payable in sterling only, or at sight rate of 
exchange in London; and dividends are subject to British income 
tax. 

Owing to the growth of tariffs and other forms of economic 
nationalism since 1929, the obstacles to trade have become so 
numerous that many British companies have found it more 
convenient to establish subsidiaries or branches in foreign countries 
for the manufacture of finished products than to export the finished 
products themselves. The companies have as a rule raised the 
necessary funds for this purpose from their own resources. This 
form of investment, although far short of similar American foreign 
investment of this type, has attained important dimensions. 
Unfortunately, owing to its nature, no reliable estimate of the 
actual amount involved can be made. 

More recently, and particularly during the few months pre- 
ceding the outbreak of present hostilities, the British Government 
has afforded considerable assistance to the export trade through 
facilities granted by the Export Credits Guarantee Department ; 
and credits have been granted not only in respect of actual exports, 
but also for the execution of works abroad, the materials for 
which were to be obtained from this country. Most of the 
credits arranged are, of course, of a short-term nature, but some, 
as for example in the case of Russia and Turkey, cover long 
periods. 
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British Companies Operating Abroad. 


The table below shows the nominal value of United Kingdom 
capital invested in British companies operating abroad, dividend 
and interest payments received and repayments of loan capital. 
The companies dealt with in the table are those whose fixed assets 
are exclusively or mainly abroad. The oversea assets of a number 
of companies conducting their principal business in the United 
Kingdom are not shown here, but are embraced in an approximate 
estimate of private and unquoted investments given later. 

The total amount of British capital in this type of investment 
is £1,208 million, 7.e. £190 million less than that invested in oversea 
Government and municipal bonds. Over 70 per cent. is in the 
form of ordinary or preference shares and the balance in debenture 
stocks or bonds. No great change is observable from year to year 
in the aggregate of these investments, a moderate expansion in oil 


TABLE IV. 


United Kingdom Capital Invested in British Companies Operating 
Abroad ; Dividends and Interest Received and Capital Repaid. 


Share Capital. 

















(£000.) 
| 1938. 1937. 

Nominal Divi- Nominal Divi- 
| Amount. dends. Amount, dends. 
Dominion and Colonial Rails | 1,400 18 1,500 3 
Indian Rails ‘ ‘ ; . | 20,100 1,501 20,400 1,559 
U.S. Rails : , . 4 800 — 800 24 
Foreign Rails. . ‘ ‘ 221,600 642 222,300 2,681 
Banks : : . : 31,600 2,591 31,500 2,464 
Breweries . ij ‘ . 6,300 779 6,300 850 
Canals and Docks R ‘ 600 30 600 22 
Commercial and Industrial . ‘ 64,800 3,783 64,700 3,797 
Electric Light and Power . ‘ 9,800 705 9,900 719 
Financial Land and Investment . 83,400 3,605 85,300 4,160 
Gas . é ; : 4 : 7,400 527 7,400 552 
Iron, Coal and Steel . i ; 2,300 9 2,500 12 
Mines ; ; ‘ 118,600 13,302 116,600 13,416 

Nitrates . A 3 4 ; 1,500 —_ 1,300 _— 
CME. r - : : x 115,900 18,383 106,300 16,068 
Rubber. : F : > 80,700 5,972 81,900 6,532 
Shipping . . ; . ‘ 7,300 397 7,800 342 
Tea and Coffee . 40,700 3,115 40,500 2,572 
Telegraphs and Telephones: ; 25,300 1,680 24,900 1,651 
Tramways : 10,400 228 10,400 276 
Waterworks 7 rs : A 4,100 220 4,100 236 
854,600 57,487 847,000 57,936 














1 Share capital repayments are also included, but these as a rule do not 
amount to an important sum. 
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TaBLE I[V—(continued) 


Loan Capital. 
(£000.) 





1938. 1937. 





Nominal} In- |Repay-| Nominal} In- |Repay- 
Amount.| terest. | ment. | Amount.) terest. | ment. 





Dominion and Colonial 


Rails . 28,200 | 1,151 306 | 28,600 | 1,256 | 11,608 
Indian Railways and An- 

nuities , 60,500 | 2,690 | 5,679 | 66,600 | 2,810 | 2,867 
U.S. Rails. , : 800 32 --- 800 32 — 
Foreign Rails : - | 174,900 | 5,130 286 | 175,400 | 5,802 272 
Breweries , ; ‘ 900 46 54 900 47 2 
Canals and Docks . 3,700 226 272 3,200 195 21 


Commercial and Industrial 10,700 350 804 | 10,600 388 | 1,528 
Electric Light and Power 3,700 163 550 3,600 212 995 
Financial Land and In- 








vestment . ‘ - | 27,000 955 | 1,021 | 28,400} 1,157 | 1,803 
Gas : : . ‘ 2,000 92 79 2,000 93 96 
Tron, Coal and Steel ‘ 400 — 70 500 20 620 
Mines . . ‘ ‘ 4,300 214 214 4,000 341 | 3,670 
Nitrates ‘ ‘ , 1,600 63 24 1,700 62 22 
Oil ‘ : ; 1,500 37 22 1,600 38 22 
Rubber . : ‘ : 4,500 256 161 4,600 266 371 
Shipping : ‘ P 3,100 116 846 3,900 123 264 
Tea and Coffee 2,500 79 49 2,600 115 100 
Telegraphs and Telephones 4,000 175 454 4,400 189 7 
Tramways. 17,500 223 41 | 17,500 267 130 
Waterworks . ‘ ‘ 2,100 87 17 2,100 88 108 








353,900 | 12,085 | 10,9491 














363,000 | 13,501 | 24,506 





1 Including share capital repayment, the total of which amounts to £577,000. 


and mining shares in 1938 being counterbalanced by a reduction 
through the operation of sinking funds or redemption at maturity. 
British-owned oil concerns have experienced a period of com- 
parative prosperity, and the expansion of capital in this section 
has been as much due to bonus issues as to new issues for cash. 

Dividend payments, except in the case of Foreign Rails, were 
on the whole unaffected by the fall in commodity prices and the 
adverse trade developments in 1937-38. This was partly because 
the earlier years had enabled companies to strengthen their 
financial position sufficiently to ensure the continuation of steady 
dividends, and partly because forward contracts facilitated the 
sale of output at fairly high prices. Oil dividends, in fact, rose 
by £2-3 million and payments by tea-producing companies by 
£0-5 million. Remittances from the Argentine by British-owned 
railways, however, fell sharply, owing mainly to a poor wheat 
crop and the lower wheat prices prevailing. This is reflected in a 
fall in receipts from Foreign Railways of £2-0 million dividends 
and £0-7 million interest. 
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The next table shows the trend of receipts by way of dividend 
and interest from British companies operating abroad since 1929. 


TABLE V. 


British Companies Operating Abroad; Capital Outstanding ; 
Dividends and Interest Received. 














(£000,000.) 
Share Capital. Loan Capital. Total 

Dividends 
Nominal | _ Divi- % of | Nominal In- % of —— 

Amount.|} dend. | Capital.| Amount.| terest. | Capital. terest 
1929 802 67-7 8-4 385 18-3 4:7 86-0 
1930 815 59-0 71 390 17-5 4°5 76-5 
1931 813 33-3 4-1 397 15°5 3-9 48-8 
1932 816 29-0 3-6 389 13-5 3:5 42-5 
1933 823 29-5 3°6 387 12-5 3-2 42-0 
1934 840 32-4 3-9 388 13+1 3-4 45°5 
1935 849 37-8 4:5 388 14-0 3-6 51-8 
1936 840 43-4 5-2 379 13-6 3°6 57-0 
1937 847 57-9 6-8 363 13-5 3:7 71-4 
1938 855 57-5 6-7 354 12-1 3-4 69-6 
wR 























Receipts at £69-6 million in 1938 were 19 per cent. lower than the high figure 
recorded in 1929 and 65-7 per cent. higher than the lowest level reached in 1933. 


Other Receipts Associated with the Operations of British Companies 
Abroad. 

In addition to dividends and interest, miscellaneous funds 
from earnings are remitted to the United Kingdom by British 
companies abroad. Of these the principal items are receipts to 
meet : 


(a) expenses of head offices maintained in the United 
Kingdom ; 

(6) the remuneration and other fees of directors resident 
in the United Kingdom ; 

(c) payments in connection with the purchase of stores 
or materials in the United Kingdom and their shipment to 
the oversea countries where British companies conduct their 
enterprise ; 

(d) interest on bank loans or overdrafts payable to British 
banks in London; 

(e) payments to the dependents in the United Kingdom 
of the staff of companies employed abroad. 





Although these receipts do not constitute part of the income 
accruing to the investor, they must, of course, be taken into 
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account in an estimate of the United Kingdom’s balance of pay- 
ments. Stores shipped abroad are, of course, included in the 
ordinary figures of export trade, while receipts in respect of 
freights, insurance and salaries of oversea staffs remitted to 
London are no doubt embraced in the annual official estimate of 
the balance of payments. The information collected on this 
subject has, therefore, been restricted, as far as possible, to 
office expenses, directors’ remuneration and payment in respect 
of bank loans and overdrafts. No great precision is claimed for 
the estimates given below, since in some instances it has not been 
possible to separate clearly the various items under the above 
headings. Nevertheless the data obtained have been sufficient 
to make possible a fairly reliable estimate. 


TABLE VI. 


Head Office and Other Expenses of British Companies Operating 
Abroad in 1938. 











(£000.) 

Total Share and % of 

Loan Capital. Sagemees. Capital. 
Dominion and Colonial Rails ; 29,600 64 0-2 
Indian Rails ‘ . ’ 7" 80,600 92 0-1 
U.S. Rails : P . . 1,600 — — 
Foreign Rails. a" > " 396,500 609 0-2 
Banks i > ; : 31,600 — — 
Breweries . ° ‘ ‘ 7,200 88 1-2 
Canals and Docks F 4,300 15 0-4 
Commercial and Industrial . . 75,500 475 0-6 
Electric Light and Power . 13,500 93 0-7 
Financial Land and Investment . 110,400 1,032 0-9 
Gas . fs . ‘ A 2 9,400 129 1-4 
Iron, Coal and Steel . : ‘ 2,700 4 0-1 
Mines i ‘ A ‘ 122,900 1,584 1-3 
Nitrates . : a > ‘ 3,100 2 0-1 
Oil . F . . a / 117,400 617 0-5 
Rubber . ; ‘ é R 85,200 408 0-5 
Shipping . . ‘ 10,400 171 1-6 
Tea and Coffee F ‘ 43,200 199 0-4 
Telegraphs and Telephones : 29,300 113 0-4 
Tramways é 27,900 152 0-5 
Waterworks . > mn " 6,200 48 0-8 

1,208,500 5,895 0-5 














A number of companies are able to meet their expenditure 
under this heading from revenue derived from the United Kingdom. 
This applies with particular force to Dominion and Colonial banks, 
as well as to numerous important industrial companies. Never- 
theless sums remitted to the United Kingdom in connection 
with such expenses aggregated £5-9 million in 1938, or just under 
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4 per cent. of the total share and loan capital held in the United 
Kingdom. This compares with £69-6 million, or 5-7 per cent., in 
the case of receipts by way of dividends and interest. 

Sums expended in maintaining head offices bear little relation 
to the capitalisation of the companies concerned. A moderate- 
sized but profitable concern may allocate as large an amount for 
this purpose as a heavily capitalised company. For example, 
the London office expenses of British railways in foreign countries 
with an aggregate share and loan capital of £396 million amount 
to only £609,000, or 0-2 per cent. of the capital employed. These 
companies are comparatively few in number, with extremely 
large capitals. In recent years, moreover, they have experienced 
much difficulty in remitting funds to London. On the other hand, 
mining companies with a total capital of £123 million have spent 
£1,584,000 on London offices, or 1-3 per cent. of their capital. 
There are several hundreds of these companies, and although some 
have not even reached the producing stage, a considerable number 
of medium-sized concerns have been progressively expanding, 
and their high earnings have enabled them to provide for home 
expenditure with some liberality. 

Mines, financial and land companies (also largely concerned 
with the exploitation of mining property) and oil concerns contri- 
bute between them 55 per cent. of the total United Kingdom 
expenditure of British companies operating abroad. 


Companies Registered Abroad. 


The amount of British capital involved in our third category 
of investments is substantially smaller than that held in the form 
of oversea Government and municipal bonds, or in securities of 
British companies abroad. Its importance, however, is con- 
siderable, since a large part of these securities can be sold in 
foreign markets to provide free exchange. Not all the securities 
concerned are purely foreign or Dominion in character. Some 
are sterling bonds of foreign or Dominion companies, such as the 
sterling bonds of the Canadian National Railways or French 
railway companies. These are not as a rule saleable in oversea 
markets, although in some cases indirect use of them might be 
made to acquire free exchange. American, Canadian, Dutch 
and Swedish securities are the most readily realisable abroad, 
many of them enjoying an international market. South African 
gold-mining shares are in a separate category, since their market 
is in the main limited to London, Paris and Johannesburg, 
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although some interest in them is occasionally shown in the 
United States. 

Purchases and sales between British and foreign holders of 
these securities have at times attained considerable dimensions, 
since not only have they provided opportunities for quick specula- 
tive profits on rising markets, but they have also been a very 
convenient means of hedging against exchange risks. It is 
therefore natural that considerable changes should be recorded 
from year to year in the amounts of British capital in this category 
of investment. 

The next table covers all the securities of companies registered 
abroad that are quoted on, unofficially dealt in or otherwise known 
to the London market. 

The Dow Jones index of United States industrial securities 
fell from 128-97 at the commencement of 1938 to a low point for 
the year of 98-95 on March 31. Investors in this country conse- 
quently tended to lighten their commitments, both in these and 
in international securities. In the latter part of 1938, however, 
the United States market made an appreciable recovery, the Dow 
Jones index rising to 154-76 at the end of December. This 
development, together with the heightening of political tension in 
Europe and a moderate depreciation of sterling, caused investors 
to renew their interest in the American market. Nevertheless on 
balance holdings were in most cases reduced on the year, although 
the market value of these diminished holdings was probably 
higher. U.S. Railway investments were lower by £4-1 million, 
Miscellaneous Commercial and Industrial investments by £4-9 
million and investments in Iron and Steel by £2-3 million. South 
African gold mines, however, still continued to attract capital, 
Mining investments showing a rise of £1-0 million. 

Loan capital was also noticeably reduced by repayments of a 
cash value of £6-9 million, and a fall in holdings of Canadian 
National Railway bonds. 

The severity of the recession in the United States caused a 
considerable shrinkage in her imports from raw-material-produc- 
ing countries. In view also of the lower level of commodity prices 
prevailing, the general fall in dividends and interest payments 
derived from these investments is not surprising. The total 
reduction in dividends was £6-2 million, representing a decline of 
over 16 per cent., the principal falls being Commercial and 


1 Sufficient information, however, has been obtained to make possible a 
reliable estimate of all securities of United States railways (whether quoted or 
not) held in this country. 

No. 196.—voL. xLrx. 3A 
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TaBLeE VII. 
United Kingdom Capital Invested in Companies Registered Abroad ; 
Dividends and Interest Received and Capital Repaid. 
Share Capital. 
(£000.) 
1938. 1937. 
Nominal Divi- Nominal Divi- 
Amount. dends. Amount, dends. 
Dominion and Colonial Rails 65,200 670 66,900 404 
U.S. Rails - . 40,200 140 44,300 343 
Foreign Rails 10,700 47 9,700 72 
Banks 22,700 1,211 25,000 1,348 
Canals and Docks 700 1,751 700 1,838 
Commercial and Industrial . 72,500 7,943 77,400 10,653 
Electric Light and Power - 21,500 1,376 22,100 1,623 
Financial Land and Investment . 13,400 529 12,100 354 
Tron, Coal and Steel A 11,200 244 13,500 614 
Mines ; 78,500 15,573 77,500 17,785 
Oil 15,200 1,022 16,000 1,400 
Shipp 4,500 234 5,400 271 
Tolpereghs and Telephones 5,800 380 5,800 370 
Tramways s 10,600 348 10,600 326 
Breweries . 
Gas . . 3,400 131 3,400 364 
Waterworks 
376,100 | 31,599 390,400 37,765 
TaBLe VII—(continued) 
Loan Capital. 
(£000.) 
1938. 1937. 
j 
Nominal} In- |Repay-| Nominal! In- | Repay- 
Amount.| terest. | ment. | Amount.) terest. | ment. 
Dominion and Colonial 
Rails . a y 146,400 | 5,824 | 1,234 | 153,200 | 6,222 964 
U.S. Rails 7,400 287 oo 7,500 344 —_ 
Foreign Rails 33,900 585 278 | 33,700 1,082 296 
Banks . 15,500 540 184 15,800 569 255 
Breweries . 200 12 35 200 ll 15 
Canals and Docks 2,700 16 — 2,700 25 — 
Commercial and Industrial 27,700 | 1,232 | 2,716 | 32,200 | 1,214) 1,308 
Electric Light and Power 29,500 | 1,237 414 |} 31,300 | 1,354] 1,929 
as é 4 P ‘ 400 22 — 400 22 _- 
Financial Land and In- 
vestment . | 16,600 588 617 | 17,600 670 286 
Tron, Coal and Steel 4,400 188 360 6,800 322 | 1,012 
Mines : : 4,700 253 166 5,100 297 | 2,458 
Nitrates 7,400 184 198 7,700 197 304 
Oil — 7 294 100 7 121 
Shipping 1,300 79 217 1,600 96 182 
Telegraphs and Telephones 3,800 105 133 3,600 81 84 
Tramways and Omnibus . 7,200 289 40 8,400 337 71 
309,100 | 11,448 327,900 






































Aa 
. 
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Industrial £2-7 million and Mines £2-2 million. The average 
price of gold was actually 1s. 9d. per oz. higher in 1938 than in the 
previous year, but owing to the large share of mining profits 
taken by the South African Government in the form of taxation 
and the judicious policy followed by mining companies in working 
a lower grade of ore, dividends distributed were somewhat reduced. 
Reduced earnings in the United States and in the Dominions are 
mainly responsible for small declines in other sections. The 
following table summarises the trend in receipts of dividends and 
interest from investments in companies registered abroad. 


TaBLeE VIII. 


Companies Registered Abroad ; Nominal Amount of British 
Capital Outstanding ; Dividends and Interest Received. 











(£000,000.) 
Share Capital. Loan Capital. Total 

Dividends 
Nominal| Divi- % of |Nominal| In- % of and 

| Amount.| dends. | Capital.| Amount.| terest. | Capital. | Interest. 
1929 436 42-0 9-6 403 19-7 4-9 61-7 
1930 391 31-7 8-1 391 19-3 4-9 51-0 
1931 376 22-7 6-0 384 18-2 4-7 40-9 
1932 344 22-1 6-4 375 17:1 4-6 39-2 
1933 345 20-5 5-9 350 14-7 4-2 35-2 
1934 352 26-0 7-4 335 13-8 4-1 39-8 
1935 370 29-7 8-0 328 13-7 4-2 43-4 
1936 377 35-1 9-3 326 13-4 4-1 48-5 
1937. 390 37°8 9-7 328 12-8 3-9 50-6 
1938 376 31-6 8-4 309 11-4 3-7 43-0 


























The marked upward trend in receipts that began in 1934 was 
abruptly checked in 1938, the total falling to slightly below the 
level of 1935, though it was still considerably higher than the 
lowest level attained in 1933. The average rate of dividends paid 
was 8-4 per cent. compared with 5-9 per cent. in 1933 and 9-6 per 
cent. in 1929. 

Interest payments, in contrast to receipts by way of dividends, 
have steadily declined, even in the comparatively good years 
from 1934 to 1937. In the earlier years they were adversely 
affected by numerous defaults on industrial bonds, while in the 
later years refunding and conversion operations also lowered 
the average rate of interest payable. Moreover, owing to the 
poor treatment meted out to the bondholders in recent years, 
issues of foreign bonds on the London market have been negligible. 
Consequently redemption of loans at maturity and the reduction 
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of other loans outstanding through the operation of sinking funds 
have gradually caused a decline since 1929 of nearly £100 million, 
or 25 per cent. in the total amount of loan investments outstand- 
ing. This factor has, of course, also contributed substantially to 
reduce bond income. 

The next tables summarise the results for all the quoted 
securities analysed in the present article. 


TABLE IX. 


Nominal Amount of British Oversea Investments in Quoted Securi- 
ties ; Interest and Dividends Received and Loan Capital Repaid. 























(£000,000. ) 
| Capital. | Income. | Repayment. 

1937. 
Oversea Governments and Municipalities. 1,425 54-6 27-7 
British Companies abroad ; . 1,210 71-4 24-5 
Foreign and Dominion Companies 718 50-6 9-3 
| 3353 | 1766 | 61-5 

1938. 
Oversea Governments and Municipalities. 1,398 52-3 21-4 
British Companies abroad : : ‘ 1,209 69-6 10-9 
Foreign and Dominion Companies . . 685 43-0 6-9 
3,292 | 164-9 | 39-2 








Income from Britain’s Oversea Investments in Securities quoted on 
or known to the London Market, 1929-38.1 








(£000,000. ) 
Oversea Govern- | British Companies Companies 
ments and Registered in the Registered Total. 
Municipalities. | United Kingdom. Abroad. 

1929 64-7 86-0 61-7 212-4 
1930 64-7 76-5 51-0 192-2 
1931 65-9 48-8 40°8 155-5 
1932 62-4 42-5 39-2 144-1 
1933 61-1 41-9 35-3 138-3 
1934 61-1 45-5 39-8 146-4 
1935 60-5 51:8 43-4 155-7 
1936 58-9 57-0 48-5 164-4 
1937 54-6 71-4 50-6 176-6 
1938 52-3 69-6 43-0 164-9 

















Total income obtained from these investments in 1938 was 
£164-9 million, £11-7 million lower than in the previous year, 


1 With the exception of U.S. railways, for which an estimate has been 
obtained covering both quoted and unquoted securities. 
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and only slightly above that in 1936. Thus the immediate 
effect of the recession was to cancel out the improvement that 
was recorded between 1936 and 1937, a result which is on the 
whole in accordance with expectations. 

There is, of course, considerable investment abroad in securities 
not quoted in London (held in the main by insurance companies 
and investment trusts). Subsidiaries and branches of companies 
whose main assets are situated at home; a large number of small 
private companies or partnerships engaged in manufacturing or 
trading abroad; and estates and property abroad owned by 
private individuals residing in the United Kingdom together 
constitute the other category of our unquoted investments. 
Because of their nature, these investments are not capable of 
exact measurements, but some indication is available of the 
trend in United Kingdom holdings of non-quoted securities of 
purely foreign companies. For example, it has been established 
that a moderate decline took place in 1938 in the amount of 
railway and other quoted American securities held in London, 
and it is believed that this also occurred in the case of non-quoted 
securities. On the other hand, the market value of these securities 
was undoubtedly higher at the end of 1938 than at the close of 
1937, while the less conspicuous form of investment through the 
medium of subsidiaries and branches of British companies was still 
continued in 1938. 

Private and unquoted investments held by persons resident in 
the United Kingdom were estimated approximately at £400 
million at the end of 1937. On balance these may have slightly 
declined during the year under consideration, but in any event 
the fall, if any, was clearly not of considerable dimensions. The 
estimate is, therefore, left unaltered for 1938, with the proviso 
that no precision is claimed for this figure. For the sake of com- 
pleteness, the approximate income produced by these invest- 
ments is appended in a footnote. 








. Capital. Income, 
1937. 
Quoted Investments ‘ - - £3,353 million £176-6 million 
Unquoted Investments . a ‘ 400 ,, aa 
Total . ; 2 : - £3,753 ,, £1977, 
1938. 
Quoted Investments , : . £3,292 million £164-9 million 
Unquoted Investments . - ° 400 ,, 200 ,, 








Total . ° . . - £3,692 ,, £1849 __,, 
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Long-Term Capital Movements. 


Although these investigations are not designed for the purpose 
of estimating capital movements, the material collected and the 
results obtained indirectly provide some indication of the main 
trend. For instance, it has been ascertained that the nominal 
value of investments in quoted securities declined by £61 million 
during 1938. This, of course, does not imply that an equal 
amount of cash was received by the United Kingdom by the sale 
of such investments. Part of the reduction was only apparent, 
due in some instances to company reorganisation, which resulted 
in writing down nominal values. In most cases, moreover, sale 
prices of securities are still substantially below their par value 
so that proceeds of such sales are considerably smaller than the 
nominal value of the securities realised. This applies at least 
with equal force to the redemption of foreign bonds. Nevertheless, 
the figure indicates that the repatriation of long-term capital 
which appeared to begin at the end of 1931 had not ceased in 1938. 

The final table gives figures showing the amount of money ? 
subscribed annually to new oversea issues on the London market 
compared with the sums effectually repaid each year since 1929 
through sinking-fund operations and redemptions at maturity. 








TABLE X. 
New Oversea Issues and Repayments. 
(£000,000.) 
British 
Subscription re ee Difference. 
to New Issues. 

1929 96 49 +47 
1930 98 39 +59 
1931 41 27 +14 
1932 37 48 —1l 
1933 83 67 +16 
1934 63 42 +21 
1935 51 81 —30 
1936 61 107 —46 
1937 60 61 — 1 
1938 29 39 —10 














Prior to 1932 new issues regularly exceeded repayments by 
substantial sums. The surplus during the three years 1929-31 
aggregated £120 million. Since 1931, however, with the exception 
of the years 1933 and 1934, the balance has been considerably 


1 Including money subscribed for the purpose of reducing loans at maturity. 
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adverse, and the total deficit on this account during the last 
seven years of this period has amounted to £61 million. 

It must be repeated that the evidence of repatriation of 
capital disclosed by these figures is not entirely complete. In 
particular, account must be taken of the considerable purchase 
of unquoted United States securities by British institutions and 
nationals during 1935 and 1936. Nevertheless there is little 
doubt that the steady and traditional growth of Britain’s 
investments was not maintained after 1931. Official restrictions 
on foreign lending have no doubt partly contributed to this result, 
but even in the absence of these restrictions, political uncertainties 
and the difficulties which have beset the conduct of international 
trade would have made substantial lending impossible. 

The importance of Britain’s oversea investments has once 
more been emphasised by the measures which the Government 
has taken since the commencement of the war to compel holders 
of many securities to register their holdings with the Bank of 
England. It is impossible to say in what direction these securities 
may be utilised by the Government in connection with the finan- 
ing of this country’s war effort, but in any event considerable 
changes in some categories are likely to take place during the 
coming years. It would, however, be a mistake to suppose that 
the whole, or even the major part of our Oversea Investments 
will be thus affected. As the figures in this article show, more than 
70 per cent. consist either of sterling bonds of oversea Govern- 
ments or securities of British companies operating abroad; 
and few, if any, of these securities have a ready market outside 
the United Kingdom. 

While I hope to continue these investigations, and every effort 
will be made to do so, it is, however, possible that the difficulties 
which may arise in connection with the compilation of the figures, 
due to a variety of reasons, will be insuperable and may, therefore, 
necessitate their abandonment for the time being. 

R. M. KINDERSLEY 



















THE FOUNDATIONS OF WELFARE ECONOMICS 3 


1. THE subject of this paper is a matter of very fundamental 
importance, both for economic theory and for the proper attitude 
of economists towards economic policy. That being so, it is 
not surprising that it should have been a matter of controversy, 
controversy which has even tended to widen into a profound 
difference of opinion. During the nineteenth century, it was 
generally considered to be the business of an economist, not only 
to explain the economic world as it is and as it has been, not only 
to make prognostications (so far as he was able) about the future 
course of economic events, but also to lay down principles of 
economic policy, to say what policies are likely to be conducive 
to social welfare, and what policies are likely to lead to waste 
and impoverishment. To-day, there is one school of writers 
which continues to claim that economics can fulfil this second 
function, but there is another which (formally at least) desires 
to reject it. According to their view the economics of welfare, 
the economics of economic policy, is too unscientific in character 
to be a part of economic science. So long as economics is concerned 
with explanation, it can hope to reach conclusions which will 
command universal acceptance as soon as they are properly 
understood; but once it goes beyond that point, and endeavours 
to prescribe principles of policy, then (so they hold) its conclusions 
must depend upon the scale of social values held by the particular 
investigator. Such conclusions can possess no validity for any- 
one who lives outside the circle in which these values find ac- 
ceptance. Positive economics can be, and ought to be, the same 
for all men; one’s welfare economics will inevitably be different 
according as one is a liberal or a socialist, a nationalist or an 
internationalist, a christian or a pagan. 

It cannot be denied that this latter view is in fact widely 
accepted. If it is intellectually valid, then of course it ought to 
be accepted; and I must admit that I should have subscribed to 
it myself not so long ago. But it is rather a dreadful thing to 
have to accept. No one will question the activity of some of 
our “‘ positivists ’ in the criticism of current institutions; but 
it can hardly be denied that their authority to advance such 


1 Based on a paper read to the Economic Society of Stockholm, May 1939. 
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criticism qua economists is diminished by their abnegation, so 
that in other hands economic positivism might easily become an 
excuse for the shirking of live issues, very conducive to the 
euthanasia of our science. 

Fortunately there is no need for us to accept it. The way is 
open for a theory of economic policy which is immune from the 
objections brought against previously existing theories. 

The standard representative of these existing theories is of 
course Professor Pigou’s Economics of Welfare. It is such, not 
only in its own right, but as the culmination of a great line of 
economic thought. A whole series of economists, among whom 
Dupuit, Walras, Marshall and Edgeworth deserve particular 
mention, had sought to find in utility theory a sure basis for 
prescriptions of economic policy. In those of its aspects which 
particularly concern us, the Economics of Welfare is essentially 
a systematisation of this tradition. 

I am not so much concerned in this paper with Professor 
Pigou’s conclusions (most of which are very readily acceptable, 
and are abandoned with reluctance even by the positivists), 
as with the grounds on which those conclusions are based. It is 
not surprising that these grounds should have caused so much 
trouble. Professor Pigou derives his prescriptions from the 
postulate that the aim of economic policy is to maximise the real 
value of the social income. In order to arrive at such a real 
value, the quantities of the various commodities produced must 
be weighted by a given set of prices—and the prices actually 
selected are those ruling on the market in the actual circumstances 
considered. In order to justify this procedure, a long argument 
is needed, which occupies most of Part I of the book. There are 
three steps in this argument which cause difficulty. The first 
is at the very outset, when the reader is asked to accept a direct 
correlation between economic welfare and social welfare in 
general (whatever that may be). This is not easy to swallow; 
in any case it is open to the positivist objection that it reflects a 
particular social outlook, held by certain classes at certain times, 
and never likely to be acceptable universally. At the next step, 
we have to admit the possibility of comparing the satisfactions 
derived from their wealth by different individuals. (This is 
where Professor Robbins parts company; for my own part, I 
go with him.) And then further, even if these things are admitted, 
a third jump has to be taken.! Strictly speaking, the quantity 
to be maximised is the sum of the consumers’ surpluses derived 
1 Economics of Welfare, 4th edition,"p. 57. 
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from the various commodities in the social dividend. This is 
too awkward to handle, so it is replaced by the real value of the 
dividend—which is not the same thing at all. 

I do not think that anyone can be blamed for declining to 
entrust himself to a chain containing three links as weak as 
these. If there were no alternative foundations for the theory 
of economic welfare, it would be nothing more than the develop- 
ment of an interesting ethical postulate—the status Professor 
Robbins allows. Alternative foundations are, however, available. 
A way round the first difficulty has been shown by Mr. Harrod; } 
round the second by Mr. Kaldor; ? while Professor Hotelling, in 
a most valuable and suggestive paper covering the whole subject, 
has provided a mathematical analysis in which all these diffi- 
culties are in fact overcome.’ 

Therefore my own task is mainly one of synthesis. I propose 
to set out briefly and simply the main lines of the new welfare 
economics. It will appear that the main propositions can be 
established quickly and easily, and at the same time their signi- 
ficance can be made perfectly clear. 

2. The positive theory of economics exhibits a system in which 
people co-operate with one another in order to satisfy their wants. 
We assume each individual (each free economic unit *) to have a 
certain scale of preferences, and to regulate his activities in such 
a way as best to satisfy those preferences. As Pareto put it, in 
his famous masterpiece of generalisation, the economic problem 
consists in an opposition of “tastes”? and “obstacles,” each 
individual endeavouring to satisfy his tastes as far as is possible in 
view of the obstacles to satisfaction which confront him. Looking 
at society as a whole, the obstacles are technical obstacles—the 
limited amount of productive power available, and the technical 
limits to the amount of production this productive power will 
yield. Looking at a single individual, the obstacles which 
prevent him from attaining a fuller satisfaction of his wants are 
not only technical obstacles but also the wants or tastes of other 
people. He is prevented from being better off than he is, not 
only because total production is limited, but also because so much 

1 **Scope and Method of Economics,” Economic JouRNAL, Sept. 1938, 
pp. 389-395. 

2 ** Welfare Propositions and Inter-personal Comparisons of Utility,” 
Economic JourNAL, Sept. 1939, pp. 549-52. See also Viner, Studies in the 
Theory of International Trade, pp. 553-4. 

3 ‘The General Welfare in Relation to Problems of Taxation and of Railway 
and Utility Rates,” Econometrica, July 1938. 


‘ It would appear from Mr. Harrod’s analysis that we ought to be prepared, 
on occasion, to reckon public and semi-public bodies among our “‘ individuals,” 
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of total production is at the disposal of persons other than himself. 
The same thing holds, of course, for any group or society of 
individuals, so long as that group is less than the totality of a 
closed community. 

Now as soon as the economic problem is conceived in this 
way (and it is in some such way that all modern economists 
regard it), we are really obliged to go on and to consider as part 
of our business not only the objective consequences of this pursuit 
of satisfactions (the quantities of goods produced and exchanged, 
and the prices at which they are exchanged—the problems of 
positive economics) but also a further problem. We ought to 
examine how far these activities are effective in achieving the 
ends for which they are designed, to be able to examine the 
efficiency of any particular economic system as a means of adjust- 
ing means to ends. We are obliged to go so far, because the 
subject-matter of our study is something which is defined re- 
latively to its purpose. We are not like geologists, comparing 
rocks laid down by natural forces; we are like archeologists, 
comparing flint implements made by man for a purpose, one of 
whose functions must be to compare the relative efficiency of 
these implements, and by tracing the ups and downs of that 
efficiency, to trace out the tortuous course of human evolution. 

The task of examining the efficiency—in this sense—of any 
given economic organisation is thus one which we should like to 
regard as an integral part of economics. But before we can 
accept it as such, we have to face the second difficulty which lies 
in our way, the difficulty of inter-personal comparisons. Although 
the economic system can be regarded as a mechanism for adjust- 
ing means to ends, the ends in question are ordinarily not a single 
system of ends, but as many independent systems as there are 
“ individuals ” in the community. This appears to introduce a 
hopeless arbitrariness into the testing of efficiency. You cannot 
take a temperature when you have to use, not one thermometer, 
but an immense number of different thermometers, working on 
different principles, and with no necessary correlation between 
their registrations. How is this difficulty to be overcome ? 

We may list three possible ways of dealing with it, two of 
which have to be rejected as unsatisfactory. One is to replace 
the given thermometers (the scales of preference of the in- 
dividuals) by a new thermometer of one’s own. The investigator 
himself decides what he thinks to be good for society, and praises 
or condemns the system he is studying by that test. This is 
the method which is rightly condemned as unscientific. It is 
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the way of the prophet and the social reformer, not of the 
economist. 

Secondly, one may seek for some way of aggregating the 
reports of the different thermometers. This is the traditional 
method of Marshall, Edgeworth and Pigou. The fundamental 
reason why it cannot be accepted is that it is impossible to arrive 
at an aggregate without “‘ weighting” the component parts; 
and in this case there is no relevant reason why we should choose 
one system of weights rather than another. (The equal weights, 
1,1,1, . . . are just one possible system of weights like the rest.) 
As a matter of fact, when they are composing their aggregate, 
Marshall and Pigou pay no attention to variations of the marginal 
utility of money between rich and poor—a point which, on their 
own principles, ought plausibly to be taken into account.1 Thus 
although their method can produce results, the significance of 
those results remains quite uncertain. 

The third method is Mr. Kaldor’s. It consists in concentrat- 
ing attention upon those cases which have been admitted, even 
by some of the positivists,? to be an exception to their general 
rule that the impossibility of inter-personal comparisons prevents 
any estimation of the general efficiency of the economic system. 
Mr. Kaldor’s contribution is to have shown that these cases are 
not the mere trifling exception they appear to be at first sight, 
but that they do actually offer a sufficient foundation for at least 
the more important part of welfare economics. 

3. Let us go back to the Paretian scheme referred to a little 
while ago. For society as a whole, the only obstacles to satis- 
faction are the limited quantity of physical resources, and the 
limited quantities of products which can be got from those 
resources. For the individual, however, the wants of other people 
have to be reckoned among the obstacles which limit the satis- 
faction of his wants. There are usually some ways in which he 
can improve his position without damaging the satisfactions 
of other people; there are other ways in which an improvement 
in his position (an upward movement on his scale of preferences) 
involves a downward movement for other people on their scales. 
Now these latter movements, which make some people better 
off and some people worse off, cannot be reckoned as involving 
an increase in “ social satisfaction ’’ unless we have some means 
of reducing the satisfactions of different individuals to a common 


1 Cf. Kahn, ‘‘ Notes on Ideal Output,’’ Economic JouRNAL, 1935, p. 2. 
2 Cf., for example, G. Myrdal, Das politische Element in der nationalokono- 
mischen Doktrinbildung, p. 288. 
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measure—and no unambiguous means for such reduction seems 
to exist. But the former movements, which benefit some people 
without damaging others, stand in another category. From any 
point of view, they do represent an increase in economic welfare— 
or better, an increase in the efficiency of the system as a means of 
satisfying wants, that is to say, in the efficiency of the system 
tout court. 

Let us then define an optimum organisation of the economic 
system as one in which every individual is as well off as he can 
be made, subject to the condition that no reorganisation permitted 
shall make any individual worse off. This is not an unambiguous 
definition of an optimum organisation; it does not enable us to 
say that with given resources and given scales of preference, 
there will be one optimum position and one only. That is not 
so; there will be an indefinite number of different possible optima, 
distinguished from one another by differences in the distribution 
of social wealth.1 In spite of this, we are able to lay down the 
conditions which must be fulfilled in order that a particular 
organisation should be optimum, and so we can test whether an 
actual organisation is optimum or not. If it is not optimum, 
then there is a definite sense in which its efficiency can be increased. 
Some at least of the individuals in the system can have their 
wants satisfied better, without anyone having to make a sacrifice 
in order to achieve that end. 

The significance of this definition may be illustrated by taking 
the familiar case of comparative costs in inter-regional trade. 
Suppose that the supplies of two commodities are each derived 
from two regions, each region producing each commodity. 
Suppose that each commodity, in each region, is produced under 
diminishing returns, and that no migration of factors between 
the regions is possible. Then, as is well known, the technical 
possibilities of production in each region can be represented by 
a substitution curve.2. The abscissa of each point on this curve 
represents a certain quantity of the one commodity, and the 
corresponding ordinate represents the maximum amount of the 


1 If we start from a given organisation which is not optimum, there will be 
several different optima which can be reached subject to the condition of no 
one being damaged, since the ‘‘ increment of wealth ’’ can be divided in different 
ways. In addition to these there will be many other optima which cannot be 
reached from the initial position, since they involve some people being worse off 
than they were initially. These are optimum positions all the same, although 
they could only be reached by a ‘‘ permitted reorganisation ’’ if we begin from 
some other starting-point. 

* Haberler, Theory of International Trade, p. 176. 
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other whose production is consistent with the production of that 
amount of the first. A and B (Fig. 1) represent the substitution 
curves of the two regions. Under the assumed diminishing 
returns, each substitution curve will be concave to the origin. 


ee 

















Fie. 1. 


Suppose we start with a case where the quantities of the goods 
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taking the two regions together, the total amounts produced of 
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the two commodities are ON + on, PN + pn. These total 
amounts might be plotted on a third diagram, but a more in- 
structive method of compounding is to “sit ”’ the one curve on 
the other, keeping the axes parallel, as in Fig. 2. It will be 
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observed that the curve B is reversed before being superposed,} 
so that it is the co-ordinates of o with respect to the A-axes which 
represent the total amounts produced. This reversal has a 
definite advantage, since it shows us at once what condition 
must be fulfilled in order for the distribution of production between 
the regions to be optimum. If, when the diagrams are superposed, 
the curves intersect, a reorganisation of production will enable 
the outputs of both products (in the two areas taken together) 
to be increased. It is only when the curves touch (as in the dotted 
position) that an optimum organisation is realised. 

When two curves touch, their slopes are the same; and the 
slope of a substitution curve measures the ratio between the 
marginal costs of the two products. It is thus a condition of 
optimum organisation that the marginal costs of the two com- 
modities should be in the same ratio in the two regions. If this 
condition is not satisfied, the position is not an optimum; for 
the production of both commodities can be increased by a suitable 
re-arrangement. 

An exactly similar construction can be used for the case of 
exchange between two individuals. Here again we can con- 
struct a substitution curve (an indifference curve, as it is more 
commonly called), showing the various quantities of two com- 
modities which would yield a particular individual the same 
amount of satisfaction. His whole scale of preferences can be 
represented by a series of such curves. Now if the first individual 
only moves from one position on his scale to another position 
by exchanging goods with the second, every movement of the 
first individual implies a movement of the second in the opposite 
direction. We can then draw the second individual’s indifference 
map upon the same diagram as the first’s, but his curves will 
naturally all turn the other way.” 

Once again, if the amounts possessed by the two parties are 
such that their indifference curves through that point intersect, 
the position cannot be an optimum. For it will be possible for 
either party to reach a preferred position (a position on a higher 
indifference curve) while the other party remains on the same 
indifference curve as before. One party can be made better 
off without the other being worse off, so the position is not an 
optimum position. The position will only be an optimum if the 
curves touch—in this case, if the ratio of the marginal utilities 
of the two commodities is the same for both parties. 


1 I owe this device to Mr. Kaldor. 
2 Bowley, Mathematical Groundwork of Economics, fig. 1. 
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4. The general conditions for the attainment of an optimum 
organisation may now be set out in a formal manner.* 

The first set of conditions are marginal conditions. They 
state—in the terminology I prefer—that the marginal rate of 
substitution 2 between any two commodities must be the same 
for every individual (who consumes them both) and for every 
producing unit (which produces them both) in the whole economy. 
In the older terminology, the ratio of the marginal utilities of 
the two commodities must be the same for every individual; the 
ratio of the marginal costs must be the same for every producing 
unit; and these ratios must be equal. Exactly similar con- 
ditions must hold between factor and product, and factor and 
factor, as between product and product. Thus the marginal 
product of labour in terms of a particular product must equal the 
marginal disutility of labour in terms of that product. And so on. 

If these conditions are not fulfilled, some “ tightening-up ”’ 
(of the kind illustrated in our diagrams) will always be possible. 

The second set of conditions are stability conditions. Their 
role is to ensure that the position established is one of maximum, 
not minimum, satisfaction. They can be defined in terms of 
the curvature of the substitution curves; but it does not seem 
necessary to elaborate them here, because their importance for 
the theory of the optimum is largely eclipsed by that of the third 
set of conditions—which we may call the total conditions.® 

The function of the total conditions is to ensure that no im- 
provement can be brought about by the complete abandonment 
of the production or consumption of some one commodity, either 
in one producing or consuming unit, or generally; and that no 
improvement can be secured by the introduction of new com- 
modities, which could have been produced or consumed, but 
were not being produced or consumed, either partially or generally, 
in the initial situation. Similar conditions must hold for factors— 
thus conditions referring to the mobility of labour (occupational 
or local) arise in the form of total conditions. 


1 It should be observed that it is not at all necessary to raise the awkward 
problems about the definition of real income, which gave so much trouble to 
Professor Pigou. We can proceed directly to the analysis of the optimum. This 
is, of course, not to deny that a definition of real social income is wanted for other 
(statistical) purposes, and that the issues raised in the search for that definition 
are very cognate to those in question here. In my ideal Principles of Economics 
the theory of economic welfare and the theory of the social income would be the 
subjects of consecutive chapters—but they would not get into the same chapter. 

2 See my Value and Capital, pp. 20, 86. 

* Compare the triple classification of the conditions of equilibrium in positive 
economics, given in Value and Capital, chap. 6. 
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The working of both these latter sets of conditions can be 
readily understood by reference to our diagrams. In Fig. 2 
(the inter-regional trade case) both the stability condition and the 























° 
Fie. 3. 


total condition were in fact assumed to be satisfied—as a con- 
sequence of the assumption of diminishing returns. Complica- 
tions arise from increasing returns. In Fig. 3 the marginal 
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Fig. 4 we have both the marginal condition and the stability 

condition, but not the total condition. In both these cases, it 
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is only possible for an optimum position to be reached if produc- 
tion of one commodity is abandoned in one of the regions. 
(Optimum positions are such as those indicated by the dotted 
curves.) There must be specialisation in the inter-regional case ; 
more generally, there must be a change in the kinds of goods 
produced or consumed somewhere. 

5. These are the general conditions for optimum organisation ; 
they are universally valid, being applicable to every conceivable 
type of society. No economic system has ever existed, nor (we 
may be sure) will any ever exist, to which they are irrelevant. 
But for us the most interesting application which they offer still 
lies in their use as a means of criticising or testing the efficiency 
of production by private enterprise.” It is this which I shall 
take as my topic for the remainder of this paper. 

When we are dealing with the system of private enterprise, 
there is one point which requires special attention, although it 
is (in a sense) nothing but the practical aspect of that theoretical 
difficulty which has concerned us all along. Under private 
enterprise, any ordinary change in economic policy involves a 
change in the price-system, and any change in prices benefits 
those on one side of the market, and damages those on the other. 
Thus no simple economic reform can be a permitted reorganisation 
in our sense, because it always inflicts a loss of some sort upon 
some people. Nevertheless, this does not prevent us from 
applying our criteria to the case of private enterprise, because we 
can always suppose that special measures are taken through the 
public revenue to compensate those people who are damaged. 
A “ permitted reorganisation ’’ must thus be taken from now on 
to mean a reorganisation which will allow of compensation being 
paid, and which will yet show a net advantage. The position is 
not optimum so long as such reorganisation is possible. 

The critique of private enterprise naturally begins by pointing 
out the one conceivable case in which an optimum position may 
be attained by perfect laisser-faire. This occurs when competition 


1 Most of them are still relevant even if there is only one free economic unit. 

2 Another important application of Welfare Economics, which should perhaps 
be distinguished from this, is the application to Public Finance. Welfare 
Economics, defined as we have defined it, cannot lay down what is the optimum 
method of raising a given revenue—the ‘“‘ least sacrifice ’’ method, as taxation 
theorists would call it. That is impossible without inter-personal comparisons. 
It can, however, distinguish between those methods of raising revenue which 
are consistent with optimum production and those which are not. In practice, 
this would seem to be a quite sufficient achievement. 

On these questions of optimum taxation Professor Hotelling (op. cit.) has 
thrown particular light. 




















1939] THE FOUNDATIONS OF WELFARE ECONOMICS 707 


is perfect in all industries, so that every producer and every 
consumer takes for granted the prices of all those things he buys 
or sells, and contents himself with adjusting quantities to these 
(for him) given prices. If these conditions are realised, the 
perfection of the consumers’ market ensures that each individual 
consumer equalises his marginal rate of substitution between 
every pair of goods to the ratio of their market prices; and the 
perfection of the producers’ market ensures that each producer 
makes the marginal cost of every article he sells equal to its 
price. Thus the marginal conditions for the optimum must be 
satisfied. The fact that such universal perfect competition is 
only possible under universal diminishing returns 4 ensures that 
the stability and total conditions for the optimum must be 
satisfied too. Thus, so it appears, an optimum position must be 
reached. 

There are, however, certain reasons why an optimum position 
may not be attained, even in these favourable circumstances of 
universal perfect competition and universal laisser-faire. The 
first is one which has been rightly emphasised by Professor 
Pigou.? It is of enormous importance that only some of the 
ways by which human beings affect one another’s prosperity are 
controlled through the mechanism of the price-system. We are 
all of us affected by the economic activities of other people in 
ways for which we do not pay, or are not paid. Thus it is not 
necessarily to the social advantage (even in the narrow sense in 
which we are using that term) that a person should be able to 
acquire a particular product so long as he is willing to pay a price 
equal to the marginal cost of that product. This condition 
ensures that he can acquire it without making anyone else worse 
off because that person has to bear a part of the ordinary costs 
of production of that commodity; but there are other ways in 
which other people may be injured (or benefited). The ultimate 
implications of this exception are indeed very large. Hidden 
under this heading are some of the gravest philosophical issues 
about the relationship between the individual and society. 

This qualification is generally admitted; but there are other 
qualifications, of a more dynamic character, whose place in the 


1 Since these particular technical conditions are necessary in order for uni- 
versal perfect competition to be a possible state of affairs, the true basis for the 
criticism of monopolistic output is always to compare it with optimum output, 
not with competitive output (which may easily be a meaningless term in the state 
of affairs assumed). Whatever the technical conditions, an optimum output 
always exists. 

2 Op. cit., pp. 172 ff. 
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theory is less generally appreciated. When they are taken 
strictly, the optimum conditions can only be interpreted ex post; 
it is only after the event that we can say whether an optimum 
organisation has in fact been achieved. Now even under perfect 
competition, producers only equate prices to marginal costs ex 
ante; it is anticipated marginal costs which are made equal to 
anticipated prices, so that if any of these anticipations are wrong, 
actual prices will not equal actual marginal costs, and the position 
achieved, though planned to be an optimum, will not turn out 
as such in fact. Of course, the utmost which can be done by wise 
economic policy is to secure equality ex ante—the planned 
optimum ; but it is as well to remind ourselves that this does not 
necessarily imply a realised optimum, in order that we should be 
quite clear about the part played by foresight in economic 
efficiency. 

Nor is this all; if the optimum conditions are interpreted 
ex post, they can make no allowance for risk, since risk is a 
phenomenon due to uncertainty of the future. On the other 
hand, the policy of the individual producer, being ex ante, is 
greatly influenced by risk; consequently prices always tend to 
exceed the relevant marginal costs by a risk-premium. Con- 
sequently production is carried less far in the more risky industries 
than is theoretically desirable. 

If foresight is very bad, there may be little harm in this; for 
the refusal to embark resources in risky enterprises may prevent 
much mal-investment and waste. Indeed, so long as it confines 
itself to deflecting resources from more risky to less risky sorts of 
production, we may not need to have much quarrel with the risk 
factor in practice; the trouble is that it may go beyond this. 
Liquidity-preference is only a form of risk-aversion; and the 
effect of liquidity-preference on the general activity of industry 
is well known. When liquidity-preference manifests itself in a 
large amount of “involuntary unemployment,’ a monetary 
policy directed to the reduction of interest rates, and even a 
public works policy which calculates the profitability of public 
enterprise at an “ artificially”’ low rate of interest, may be 
measures which promote movement in the direction of the 
optimum as we have defined it. 

1 In spite of the close dependence of actual interest rates upon risk factors 
(expressed by Mr. Keynes in his liquidity-preference theory), it must not be 
supposed that the payment of interest is itself inconsistent with optimum 
organisation. For a convincing demonstration of this, see Lindahl, ‘‘ The 


Place of Capital in the Theory of Price ’’ (Ekonomisk Tidskrift, 1929, appearing 
in English as Part III of his Studies in the Theory of Money and Capital). The 
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6. I do not propose to say very much in this paper about the 
welfare economics of monopoly and imperfect competition, for 
this is altogether too large a subject to be capable of useful treat- 
ment on the scale here available. A very large part of the estab- 
lished theory of imperfect competition falls under the head of 
welfare economics, and it is actually much the strongest part of 
the theory which does so. Considered as a branch of positive 
economics, the theory of imperfect competition is even now not 
very convincing; the assumption that the individual producer 
has a clear idea of the demand curve confronting him has been 
justifiably questioned, and the presence of intractable elements 
of oligopoly in most markets has been justifiably suspected. 
When it is considered as a branch of welfare economics, the 
theory of imperfect competition has a much clearer status. 
Oligopoly and monopolistic competition fall into their places as 
reasons for the inequality between price and marginal cost, 
whose consequences are then a most fertile field for study along 
welfare lines. 

It is perhaps rather to be regretted that modern theories of 
imperfect competition have not been cast more overtly into this 
form; for the general apparatus of welfare economics would 
have made it possible to state some of the most important pro- 
positions in a more guarded way than usual. Take, for example, 
the very important question of the optimum number of firms in 
an imperfectly competitive industry, which is so near the centre 
of modern discussion. Since (ex hypothesi) the different firms 
are producing products which are economically distinguishable, 
the question is one of those which falls under the heading of our 
third set of optimum conditions—the total conditions; we have 
to ask whether a reduction in the number of products would be 
conducive to a movement towards the optimum. 

Suppose then that a particular firm is closed down. The 
loss involved in its cessation is measured by the compensation 
which would have to be given to consumers to make up for their 
loss of the opportunity to consume the missing product, plus the 
compensation which would have to be given to producers to make 
up for the excess of their earnings in this use over what they could 





economy with perfect foresight and perfect competition, elaborately analysed by 
Professor Lindahl, is automatically an economy with optimum organisation 
and yet it has a rate of interest (of course a pure time-preference rate). The 
time-preference element in interest is that element which is consistent with the 
optimum, the liquidity-preference element is that which is not. 

1 Cf. Hall and Hitch, Price Theory and Business Behaviour, Oxford Economic 
Papers, Number 2. 
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earn in other uses. The loss is therefore measured by Marshall’s 
Surplus (Consumers’ Surplus ! plus Producers’ Surplus). Under 
conditions of perfect competition, this loss is a net loss. For 
when the factors are transferred to other uses, they will have to 
be scattered about at the margins of those uses; and (since the 
earnings of a factor equal 4he value of its marginal product) the 
additional production made possible by the use of the factors in 
these new places is equal in value to the earnings of the factors 
(already accounted for). Under perfect competition, the marginal 
productivity law ensures that there is no producers’ surplus 
generated at the new margins; while, since the marginal unit 
of any commodity is worth no more than what is paid for it, 
there can be no consumers’ surplus either. Thus there is nothing 
to set against the initial loss; there cannot be a movement 
towards the optimum if the number of products is reduced. 

But if competition is imperfect, there is something to set on 
the other side. The earnings of a factor are now less than the 
value of its marginal product by an amount which varies with the 
degree of monopolistic exploitation; and therefore the increment 
to production which can be secured by using the factors at other 
margins is worth more than the earnings of the factors. There 
is a producers’ surplus, even at the margin, and this producers’ 
surplus may outweigh the initial loss. The general condition for 
a particular firm to be such that its existence is compatible with 
the optimum is that the sum of the consumers’ and producers’ 
surpluses generated by its activities must be greater than the 
producers’ surplus which would be generated by employing its 
factors (and exploiting them) elsewhere. 

The rule usually given is a special case of this general rule. 
If entry to the industry is “ free,’ price equals average cost, 
and the producers’ surplus generated by the firm as a whole can 
be neglected. If the products of the different firms are very 
close substitutes, or merely distinguished by “irrational pre- 
ferences,’ consumers’ surplus can perhaps be neglected as well. 
With these simplifications, the number of firms in an imperfectly 

1 This use of Consumers’ Surplus is not open to any of the objections which 
have been brought against Marshall’s concept; it does not involve either inter- 
personal comparisons or the measurement of utility. Consumers’ surplus is 
the measure of the compensation which consumers would need in order to main- 
tain them at the same level of satisfaction as before, after the supply of the 
commodity had been withdrawn. It is, however, not exactly equal to the 
area under the ordinary demand curve (see my Value and Capital, Appendix to 
Chapter II). This inequality (usually only a slight inequality) was responsible 
for the difficulties about the aggregation of consumers’ surpluses which troubled 
Professor Pigou. 
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competitive industry is always excessive, so long as price is greater 
than marginal cost anywhere in the industry. (Or, if we can 
retain the identity of price with average cost, the number of 
firms is excessive until average cost is reduced to a minimum.) 

These, however, are simplifications; it is not always true that 
the number of firms in an imperfectly competitive industry is 
excessive, though very often it may be. Before recommending 
in practice a policy of shutting down redundant firms, we ought 
to be sure that the full condition is satisfied; and we ought to 
be very sure that the discarded factors will in fact be transferred 
to more productive uses. Ina world where the most the economist 
can hope for is that he will be listened to occasionally, that is 
not always so certain. 

7. By adopting the line of analysis set out in this paper, it 
is possible to put welfare economics on a secure basis, and to 
render it immune from positivist criticism. That is a great gain 
in itself; but, as often happens in such cases, other gains are 
secured with it. The main practical advantage of our line of 
approach is that it fixes attention upon the question of com- 
pensation. Every simple economic reform inflicts a loss upon 
some people; the reforms we have studied are marked out by 
the characteristic that they will allow of compensation to balance 
that loss, and they will still show a net advantage. Yet when 
such reforms have been carried through in historical fact, the 
advance has usually been made amid the clash of opposing 
interests, so that compensation has not been given, and economic 
progress has accumulated a roll of victims, sufficient to give all 
sound policy a bad name. 

I do not contend that there is any ground for saying that 
compensation ought always to be given; whether or not com- 
pensation should be given in any particular case is a question of 
distribution, upon which there cannot be identity of interest, 
and so there cannot be any generally acceptable principle. This 
being so, it will often happen in some particular case that the 
economist will find himself notat all anxious for compensation to 
be given!; but his personal feeling in that direction will be based 
either upon the non-economic ground that the persons damaged 


1 The typical hard-boiled attitude is, of course, to reject all compensation 
on the ground that such risks ought to have been allowed for. In view of the 
importance of foresight for economic efficiency, there is something in this; when 
applied to ordinary changes in data which promote productivity (such as in- 
ventions) it is probably a decisive consideration; nevertheless, if it is always 
regarded as decisive, the case for an active pursuit of economic efficiency in other 
ways is seriously weakened. 
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do not deserve much consideration, or upon the only quasi- 
economic ground that the loss inflicted on them is nothing but 
the materialisation of a risk they may be expected to have 
allowed for. Nevertheless we must expect that there will be 
many other cases where the redistribution, resulting from a sound 
measure carried through without compensation, would be re- 
garded by him as deplorable; and then, if he considers the 
measure in isolation from the question of compensation, he will 
pay no more than lip-service to its productive efficiency, and 
probably reject it in practice. From this it is only a step to the 
state of mind which judges measures solely by reference to their 
distributive justice, without reference to their bearing on 
efficiency. If measures making for efficiency are to have a fair 
chance, it is extremely desirable that they should be freed from 
distributive complications as much as possible. 

We can make this separation in our own minds if we accustom 
ourselves, whenever we can, to thinking of every economic 
reform in close conjunction with some measure of compensation, 
designed to render it approximately innocuous from the dis- 
tributive point of view. Since almost every conceivable kind 
of compensation (re-arrangement of taxation, for example) 
must itself be expected to have some influence on production, 
the task of the welfare economist is not completed until he has 
envisaged the total effects of both sides of the proposed reform ; 
he should not give his blessing to the reform until he has considered 
these total effects and judged them to be good. If, as will often 
happen, the best methods of compensation feasible involve some 
loss in productive efficiency, this loss will have to be taken into 
account. In practice, it is not unlikely that we shall have to 
reject on these grounds many measures which would be approved 
of by the traditional analysis, but which would only be reckoned 
by that analysis as offering a small gain. (It is not very surprising 
to find that some of the fine points in welfare theory are nothing 
but snares.) 

Further investigations of such matters would lead us far 
beyond the “‘ Foundations ” which have been the subject of this 
paper. I have accomplished my end if I have demonstrated the 
right of Welfare Economics—the “ Utilitarian Calculus” of 
Edgeworth—to be considered as an integral part of economic 
theory, capable of the same logical precision and the same 
significant elaboration as its twin brother, Positive Economics, 


the ‘“‘ Economical Calculus.” 
J. R. Hicxs 











A NOTE ON SAVING AND INVESTMENT IN A SOCIALIST 
ECONOMY 


I 


THE purpose of this Note is to point out certain considera- 
tions concerning the equilibrium of the system as a whole which 
seem to have been overlooked in recent discussions of the working 
of a socialist economy: in particular, to suggest that a rate of 
interest cannot simpliciter provide a stabilising mechanism in 
such an economy, and that the principle of equating price with 
marginal cost (as enunciated by several writers) may well run 
counter to the maintenance of full employment, and in certain 
circumstances will be impossible of application. 

Hitherto discussion of a socialist economy has been pre- 
occupied with the problem of the allocation of a given quantity 
of resources between various uses, and little or no attention has 
been given to problems connected with the rate of investment 
and its relation to the levei of wages and the price-level of 
consumption-goods, or to the conditions adequate to ensure the 
full employment of resources. To solve the problem of ideal 
allocation a number of writers—I refer particularly to Dr. O. 
Lange, Mr. A. P. Lerner and Mr. R. L. Hall—have agreed in 
proposing that decisions as to output and investment in a socialist 
economy should be ruled by the following principles. First, all 
prices, whether in the case of finished goods or of factors of 
production (in some cases these may be no more than “ accounting- 
prices,” as suggested by Dr. Lange), shall be fixed by a process 
of trial and error until an “ equilibrium price ” is found at which 
the current supply is equal to the demand. If the commodity 
or factor in question is in surplus supply (e.g., if unsold stocks are 
accumulating) the price will be lowered; if it is in deficit-supply, 
the price will be raised. Secondly, decisions as to output and 
investment shall be taken by each industry on the basis of 
carrying the utilisation of resources to the point where marginal 
cost is equated to price: the output of each plant presumably 
being extended to the point where the short-period (or prime) 
cost of additional output is equal to the value of that output, and 
new investment in the industry being undertaken if, and only if, 














714 THE ECONOMIC JOURNAL [DEC. 


the additional output resulting from the investment, when valued 
at current prices, equals or exceeds its long-period cost, including 
the current interest-charge on the capital involved in the con- 
struction of the new equipment.1 The advantage of this 
mechanism that its sponsors appear to have in mind is that it 
would facilitate a considerable decentralisation of investment 
and output decisions. The central planning authority need 
decide only the total amount ? to be invested in any period: the 
direction and the form of the investment, and a fortiori the output 
of existing plants, could be left to the managements of the various 
industries to determine according to the second of the above 
rules. All that the central planning authority would need to do, 
having decided the total investment for the system as a whole, 
would be to adjust the aggregate demand for capital to that 
supply by appropriate shifts of an interest-rate. 

Closer inspection reveals the danger that a system controlled 
in this way may inherit two of the principal vices of capitalism. 
With a price-mechanism of this kind in operation, the only way 
of precluding a large measure of chronic unemployment may be 


1 Dr. Lange postulates that all managers of industries and plants must be 
ordered, first to choose “‘ the combination of factors which minimises the average 
cost of production,”’ secondly ‘‘ to produce as much of each service or commodity 
as will equalise marginal cost and the price of the product.’’ With regard to 
capital he states that ‘“‘a price has to be fixed by the Central Planning Board 
with the provision that these resources can be directed only to industries which 
are able to ‘pay’, or rather ‘account for’ this price’’ (Economic Theory of 
Socialism, pp. 75-6, 78, 79). Mr. Lerner has suggested that instructions should 
be issued “‘ that the use of every factor is to be extended up to the point where 
the marginal physical product multiplied by its price is equal to the price of the 
factor. . . . This value, which has to be equated to the price of the product, 
we shall call the marginal cost. . . . The guiding principle that we seek is none 
other than the equation of price to marginal cost ’’ (Economic JoURNAL, Vol. 
XLVII, No. 186, p. 257). Mr. R. L. Hall has written: ‘ If the rate of interest 
has been chosen correctly, the total expansions should balance the total con- 
tractions . . . if there is a general tendency to expand, the rate must be raised 
in order to turn some of the apparent profits into losses, and vice versa.”’ ‘‘ The 
aim of the Ministry [of Production] is to equate prices and marginal costs, which 
is done by varying the amounts of the various goods. . . . Every unit, if properly 
conducted, will extend its operations to the point where the marginal cost equals 
the price which is received ’’ (The Econ. System in a Socialist State, pp. 92, 119, 
129). Professor Pigou has assumed that an accounting price for capital (as fot 
other factors) can be arrived at that ‘will exactly clear the market, without 
shortage or surplus, of that part of money income that is on offer for net invest- 
ment,” but that each industry is told to adjust its production so that “ aggre- 
gate costs are equal to aggregate sales proceeds,” and its ‘‘ average accounting 
cost is a minimum” (Socialism and Capitalism, pp. 112, 115, 129). 

2 I do not recall that it has anywhere been stated how this total is to be 
valued. As will later appear, * will be a matter of considerable importance 
whether the total is expressed in terms of wage-units or of the value of final 


output. 
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to maintain the rate of investment at a given, “ arbitrary ” 
level, which may be quite different from the level that would be 
dictated by other considerations. Moreover, it is not difficult 
to show that, unless some stabilising mechanism is intro- 
duced, in addition to or as a substitute for this pricing- 
mechanism, a socialist economy may inherit the instability of 
capitalism in an even more pronounced form. Perhaps it is 
a lingering habit of thinking of the “demand for capital” in 
terms of the marginal productivity of a given stock of capital 
that is responsible for the apparent readiness to conceive of the 
rate of interest as a simple mechanism for controlling the 
rate of investment—to imagine that the “‘ demand for capital ” 
is a sufficiently stable quantity for the supply and demand for 
capital to be easily equated by means of appropriate adaptations 
of an interest-rate. As soon, however, as it is realised not only 
that the “demand for capital” is a function, inter alia, of the 
current rate of investment, but that (for reasons to be explained 
below) this demand will vary directly, and not inversely, with the 
rate of investment, ceteris paribus, the existence of a powerful 
destabilising influence inherent in this relationship becomes 
apparent. In other words, the schedule of the marginal efficiency 
of capital is not independent of the rate of investment. If the 
rate of investment is increased (or decreased), so will be the 
inducement to invest; and the situation will be one of unstable 
equilibrium, where the tendency to a Wicksellian cumulative 
movement, with increased investment “ creating its own draught,” 
can hardly be controlled efficiently by a trial-and-error process of 
searching for an equilibrium-price for capital. If, moreover, an 
attempt is made to adhere to the rule of equating price and 
marginal cost, the volume of output from existing plant, and 
hence employment, will be determined by the relation between 
the price-level of finished goods and money-wages, and this 
relation is also (and for the same reason) a function of the rate 
of investment. If, therefore, the rate of investment upon which 
the State happens to have decided is a relatively low one, unem- 
ployment may be impossible to avoid, since to intensify the 
utilisation of existing plant by employing more labour per unit 
of equipment would cause marginal prime cost to exceed price.? 
On the other hand, if a condition of full employment has already 
been attained, it will be impossible both to increase the rate of 
investment and at the same time to maintain an equality between 


1 This, of course, is to assume that output is at the level at which short- 
period costs are rising. 
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price and cost, even between price and short-period marginal 
cost.? 


II 


To elucidate the reason for these statements let us examine 
in greater detail the working of such a mechanism as is proposed 
by Dr. Lange and Messrs. Lerner and Hall, in a simplified 
situation. Io make the task of analysis easier we will start from 
the following assumptions. (a) We will assume both that the 
only form of personal income consists of wages,” and that wage- 
earners spend the whole of their income in a given period on 
consumption goods—that their saving is zero. (6) We will assume 
that prime costs of current output consist exclusively of wages 
(this is plausible if we imagine that each industry is vertically 
integrated, and that production in each plant embraces all 
processes from extraction from the soil to a finished product). 
We may further assume that each industry undertakes the 
repair and maintenance of its own plant, employing permanent 
repair workers as well as process-workers, and counts the wages 
of the former in its prime or operating costs. (c) We will assume 
that land is a free good and is not priced, so that the only element 
in total cost other than wages consists of the accounting-price ‘of 
capital, as currently fixed by the State Bank or Investment 
Board or Central Planning Council. (d) We will assume that 
there is technical homogeneity between various industries to the 
extent of making the ratio of capital to labour approximately 
uniform in them all. (f) We will assume that the amount of 
reserve productive-capacity that exists, at the outset, in the 
industries producing consumption-goods is small (i.e., short- 
period costs have a rising tendency). 

It will be obvious that there follows from assumptions (a) and 
(6) the corollary which can be expressed by saying that :— 


C= WandP=4W 


where C represents the value of output of consumption goods, 
W represents the total wage-bill of the country, P represents 
total profits of industry and ¢ the proportion of the total wage- 
bill which is expended by the State in new constructional work 
(t.e. dW is the rate of investment). 

1 Cf. below, p. 719, footnote. 

* This implies that there is no subsidy to consumption in the shape of a money- 
grant to individuals, i.e. no form of ‘‘ social dividend”’ in money. It is also 


implied, for the present, that the State levies no taxation, either direct or in- 
direct, on wage-earners. 
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It will be convenient to distinguish four classes of decisions 
that the management of industry will have to take. 

1. Given a plant of a particular type and size, how much 
labour to employ in that plant and how much output to obtain 
from it? This we will call the “ intensity of utilisation’ of a 
given plant by labour. If the second of the above rules is 
observed (controlling output in such a way as to attempt to 
equate price and marginal cost), this will depend on the price 
of output, the level of wages and the extent to which marginal 
operating cost (M.O.C.) rises as the intensity of utilisation of the 
plant is increased. The difference between the price of output 
and the average operating cost (A.O.C.) multiplied by the output 
will represent the Profit of that plant, and may be represented 
thus :— 











OvuTPUT FROM A PLANT 
Fie. 1. 


2. What should be the size of each plant? (This is, of course, 
a decision that will arise only as existing plant wears out or the 
construction of new ones is under consideration.) This will be 
determined by the average total cost (A.T.C.) of production in 
plants of different sizes (including in this the cost of constructing 
the plant plus the accounting-price of the capital involved), 
according to the rule that, where the number of plants in the 
industry are numerous, that size of plant should be chosen which 
makes A.T.C. a minimum.! This can be expressed by Mr. 
Lerner’s envelope U-curve, where the larger curve represents 


1 The contradiction between this and Mr. Lerner’s principle that the size 
of plant should be chosen which equates M.T.C. and the demand-price (Economic 
JouRNAL, June 1937) is only apparent. ‘Mr. Lerner’s principle comes into play 
where the plants in an industry are sufficiently few to make impossible such a 
nice adjustment of their number as to enable them all to be of optimum size and 
at the same time to be operated at ‘‘ normal” capacity. My envelope-curve is 
not quite the same as his: his apparently is, whereas mine is not necessarily, 
the cost-curve of the industry. 














718 THE ECONOMIC JOURNAL [DEC. 


the A.T.C. under plants of different sizes, and the superimposed 
smaller curves represent the A.O.C. of producing different amounts 
of output from plants of a given size (as in the previous diagram). 


PRICE 











OuTPruT 


Fic. 2. 


3. What should be the nugber of plants in an industry? 
This will generally depend on the Profit that each plant is making, 
as defined under 1. If the Profit-rate (i.e., the ratio of Profit to 
the value of the plant when valued at reconstruction-cost) being 
earned by a typical plant in an industry is greater than the 
accounting-price of capital, then presumably;the number of plants 
will generally be increased, and vice versa. (But there may be 
exceptions to this rule where economies are to be gained from 
enlarging the size of the whole industry, or conversely dis- 
economies; and these economies or diseconomies may make 
expansion or contraction desirable even when the profit-rate is 
equal to the accounting-price of capital.) 

4, Which of a variety of technical types of plant (irrespective 
of their size) to choose to construct? These types will differ, 
not only in that operating costs under each type of plant will 
be different, but also in their costs of construction and main- 
tenance. Taking these factors into account, a choice will be 
made according to a similar rule as in cases of class 3. It will 
follow that if the accounting-price of capital is low, plant-types 
which have a relatively high cost of construction, compared to 
the economies of operating costs that they promise, will be 

' preferred to a greater extent than when the accounting-price is 
high. Changes of this class represent Mr. Hawtrey’s “ deepening 
process,” as distinct from his “ widening process.” 
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Let us suppose that the State, in order to stimulate an increase 
of investment, lowers its accounting-price for capital. There 
will then be a tendency for changes under 3 and 4 to take place. 
The increased constructional activity will involve either a transfer 
of labour from making consumption goods to construction jobs 
(in which case it will necessarily involve some lowering of the 
intensity of utilisation of plant in the consumption trades), or 
else the absorption of previously unemployed labour into con- 
struction work. The net effect will be a rise in the price of con- 
sumption goods (measured either in money or in wage-units) ;! 
since, as we have seen above, P, which = C — (W — dW), varies 
with the rate of investment. In other words, if the demand, 
depending on the total wage-bill, rises relatively to the supply 
of consumption-goods, as will be the consequence of increased 
investment, the consumption price-level must rise relatively to 
the wage-level. At a later stage, it is true, as the new plants 
come into existence, the output of consumption goods will in- 
crease and their price will tend to fall again. But for the time- 
being while the investment is taking place, the price-level of 
finished output will inevitably rise, and with it the profits of 
industry. This rise will, indeed, measure the community’s 
“saving ’’ which corresponds to (and is created by) the current 
investment. The profits of industry will exactly correspond to 
the rate of investment, so that from a budgetary point of view 
the State investment-programme will be self-financing, creating 

* . 
exactly the amount of profit necessary to finance the investment.” 

1 If there is full employment there will be the difficulty that the rise of price 
will encourage an increase of output in the consumption trades at the same time 
as there is an increased demand for labour for construction work. In this case 
there must be some mechanism such as a tax on output of the consumption trades 
to bridge the gap between M.O.C. and price, and thereby prevent an expansion of 
output, or even curtail output, so as to release labour for construction work. If, 
however, there is a reserve of unemployed labour, this difficulty does not arise, and 
increased investment can occur together with increased output and employment in 
the consumption trades (M.O.C. and the higher price being equated by an expansion 
of output, provided that short-period costs are rising for increases of output). 

It is to be noted that even if the effect of the increased demand for workers 
was to raise wages, this would not alter the fact that profits would be raised 
proportionately to increased investment. If wages rose, the price of consumption 
goods would rise correspondingly higher. Similarly, if the increased investment 
resulted, not in a transfer of labour, but in the employment of some new reserve 
of labour, the price of consumption goods would be raised by the expenditure 
of an enhanced total of wages. 

2 The amount by which the “employment multiplier ’’ exceeds unity will here 
depend simply on the gradient of the (rising) short-period cost-curves (first 
diagram) in existing plants; since this gradient determines the “ shift to profit ”’ 
as demand increases. But whatever this gradient, equilibrium on the above 
assumptions requires that output in these plants should be increased to the point 
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But this very rise of price, by increasing profits, has increased 
the “ demand for capital,’’ and hence raised the equilibrium-price 
of capital above the level at which it originally stood. If the State 
delays the raising of its accounting-price (after the initial lowering 
of it), the inducement to expand constructional activity will not 
only persist, but will grow cumulatively greater. If, on the other 
hand, after initially lowering its rate to stimulate investment, it 
is too quick to raise it again as a check on the inflationary ten- 
dency, it may find itself in future in the position where its power 
to influence investment by a change in its accounting-price is 
seriously blunted, since industrial managers will never expect 
such a change in price to last beyond a brief interval, and will 
take it as heralding an opposite change in the near future. In 
other words, the difficulty which to-day exists in influencing 
long term investment through changes in the short term rate 
may reappear, and reappear in an accentuated form.* 





where marginal cost has risen sufficiently (relatively to average cost) to yield 
an aggregate of profit that is equal to the amount of investment. 

1 It will follow that the “ true’ accounting-price for capital will be at its 
lowest when, for any reason, a zero rate of net investment prevails. Profits 
in this case will be zero, since with a zero rate of investment equilibrium can only 
be achieved when the price-level of output = A.O.C. of output, wages being, 
ex definitione, the only source of demand for final output, and operating costs 
consisting solely of wages. It might seem to follow that, since profits are zero, 
the “ true’ accounting-price must also be zero. But this is not the case; since 
a zero accounting-price for capital might stimulate changes of class 4 above 
(changes in the technical type of plant), owing to the economy of operating costs 
that the new type of plant could yield; and to maintain a zero rate of net invest- 
ment the accounting-price would have to be high enough to offset the advantage 
of any such change. (It will be clear that this corresponds to the marginal 
productivity of the existing stock of capital in traditional capital-theory. It will 
only be zero when changes of class 4 above have proceeded sufficiently far to 
reach what has been called the point of ‘“‘ capital saturation.’’ Cf. my Political 
Economy and Capitalism, and Lange, Review of Econ. Studies, June 1936.) On the 
other hand, if the rule applicable to case 3 above were to be rigidly applied in 
the sense of reducing the number of plants in an industry if the profit-rate was 
less than the price of capital, any positive accounting-price for capital would 
cause changes of this type in the course of time, and the position would be in- 
herently unstable at any level of this accounting-price. There would, however, 
be some level of this accounting-price at which presumably the rate at which 
changes of type 4 were occurring exactly balanced the rate at which opposite 
changes of type 3 were taking place; and in this sense what could be defined as 
zero net investment for the economy as a whole could prevail, even though changes 
inside the total of existing capital equipment were occurring. It is further to 
be noted that, if the rule of equating M.O.C. to price is to be observed, the 
intensive utilisation of existing plant will have to be restricted to a point where 
A.0.C. = M.O.C., i.e. to a point below that where operating costs begin to rise 
as output from the plant expands (point X on diagram 1 above). But this con- 
dition can only be fulfilled, either at the expense of some unemployment of exist- 
ing labour, or else if the number (or size) of plants in each industry has been 
increased up to the point which corresponds to (and therefore implies the previous 
existence of) a zero accounting-price for capital. 
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These results will not appear strange to those familiar with 
the implications of the proposition that “ saving equals invest- 
ment.’’ Where the State is the investor, its investment decisions 
will determine and create the communal “ saving ” necessary to 
finance it, as will be the case when investment is done by private 
entrepreneurs. But when all (or nearly all) personal incomes are 
spent, this saving must partake of the nature of so-called ‘“ forced 
saving”: the significant effect of the investment will be, not to 
enhance the money-incomes of individuals, but the income of the 
State in the shape of industrial profits. The contention that the 
State “creates” its own profits by its own investment is, of 
course, the same as the contention of M. Kaleéki in a recent 
article that, on similar assumptions, capitalists’ spending 
“ creates ” capitalists’ profits. If, therefore, changes in the price 
of output, and in the profits to which these give rise, are allowed 
to influence the investment decisions of industry, a cumulative 
tendency will be latent in any acceleration or deceleration of 
investment during the short period (t.e. until the number or the 
type of plants has had time to be affected, and so influence 
sufficiently the rate of profit in an opposite direction to that in 
which total profit has previously moved). 

This characteristic of the situation is more marked in a socialist 
economy (unless its investment is centrally planned) because, in 
so far as wages are the only form of personal income and little 
or nothing is “saved” out of wages, the demand for finished 
output is identified with the short-period cost of output unless 
State expenditure is taking place. In a capitalist society other 
incomes than wages exist, and to the extent that expenditure 
from these incomes (measured in real terms) tends to alter 
inversely with the price of finished output, a stabilising element 
is introduced; and it is on some such assumption as this that 
traditional writers seem to have relied when they have pictured 
the system as tending towards stable equilibrium, and in par- 
ticular have treated variations in money-wages as an equilibrating 
influence. But it is clear that the above considerations are not 
lacking in application also to a capitalist society; as has been 
pointed out by writers such as Mr. Keynes and Mr. Kaleéki and 
Mrs. Robinson, who have emphasised the tendency, as full employ- 
ment is approached, for profits and investment to rise cumu- 
latively, ‘‘ the boom feeding on itself”; until a point is reached 


1 Review of Econ. Studies, Feb. 1937; also in Essays in the Theory of Economic 
Fluctuations. Cf. also Dr. E, C. van Dorp, A Simple Theory of Capital, Wages, 
Profit or Loss. 
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where any further increase in investment or in money-wages sets 
in motion a process of cumulative hyper-inflation. This will be 
the case if the demand of non-wage-earners is completely inelastic 
(for the moment), so that they habitually change their money- 
expenditure proportionately and directly with any change in 
prices. If in our above analysis we drop the assumption that 
land has no price and that operating costs consist only in wages, 
then of course the tendency for the price of scarce natural resources 
to rise as investment increases (thereby raising operating costs 
apart from any change in wages) may act to some extent as a 
stabilising factor in the situation. The same does not appear 
likely to be the case, however, if we drop the assumption that 
wage-earners do not save ; since when prices rise and the purchasing 
power of their wage falls, they are likely to save, not more, but 
less than formerly; and conversely. To drop this assumption, 
therefore, is to introduce an additional destabilising influence, and 
not a stabilising one. 

It will further be seen to follow that in this situation, if the 
rules suggested by Dr. Lange and others are adhered to, the 
amount of employment will be determined by the rate of invest- 
ment, given the amount and type of plant already in existence ; 
since the rate of investment, determining as it does the ratio of 
the price-level of consumption goods to money wages, determines 
the level of output and hence the employment-capacity of existing 
plant in the consumption trades. If, therefore, it is desired to 
maintain full employment, the rate of investment cannot be 
fixed at the will of the planning authority, except by departing 
from the rule of equating price with M.O.C. That the State 
should be under the compulsion in any given situation to maintain 
a given rate of investment, irrespective of other considerations, as 
the only alternative to unemployment, on the one hand, or to 
acute labour-shortage, on the other hand, is clearly irrational.! 

1 Only when “ capital saturation ” has already been achieved is full employ- 
ment consistent with a zero rate of net investment on the above assumptions. 
As the amount of plant and its productivity is increased by successive additions 
to the stock of capital-equipment, the profit-rate yielded to each industrial 
plant (and the intensity of utilisation of the plant required to yield 
this profit) by a given rate of investment will fall. Whether the total 
amount of labour required to operate the total plant in existence tends 
to increase or decrease will depend upon whether changes of type 3 are pro- 
ceeding faster than changes of type 4 in a labour-saving direction, i.e. on the 
relative rate of changes in the “ widening ’’ process and changes in the “‘ deepen- 
ing’’ process. If no investment were taking place, the capacity of industry 
to employ labour would be uniquely given by the amount of plant in existence 
and its productivity, i.e. by the employment-giving capacity of existing plant 
(given the above rule of equating M.O.C. to price). 
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Iit 


These results do not, of course, follow if we drop our as- 
sumption that wages are the only form of personal income and 
imagine that each individual, over and above his wages, receives a 
“social dividend ” issued directly by the State.1 But it is not 
merely the presence of this additional income, but appropriate 
variations in it, that will exercise a stabilising influence. If 
therefore, the cumulative tendencies latent in the situation are 
to be counteracted, this social dividend must be made to vary 
inversely with the rate of investment; while its absolute amount 
must be fixed so that, together with the rate of investment, it 
is able to secure full employment. Again, an excise or turn- 
over tax, varying directly with the rate of investment, could be 
employed as a stabilising mechanism. In this case, marginal 
cost plus the tax would presumably be equated to price; * and 
when the rate of investment was increased in a condition of full 
employment, the inevitable gap between M.O.C. and price would 
be bridged by the tax, profits in the consumption trades would 
be prevented from expanding, and output in these trades would 
be restricted and labour released for transfer to constructional 
work. Where the rate of investment was relatively high a tax 
would be the appropriate mechanism ; where the rate of investment 
was below a certain critical level, a social dividend. Provided that 
such a mechanism, centrally controlled, were in operation, the 
kind of pricing-system suggested by Dr. Lange would not be 
impracticable. 

But it may well seem to many a somewhat strange “‘ Heath 

1 As Dr. Lange himself suggests where he refers to part of income being paid 
in this way. Mr. H. D. Dickinson has also hinted at something of the same kind. 
But these writers apparently regard this as an optional, and not as a necessary 
arrangement, and the amount of any such income as being “ arbitrary.’”’ Dr. 
Lange, indeed, refers to this dividend as being “‘ determined by the total yield 
of capital and natural resources ’’ minus investment (op. cit., p. 75). But this 
seems to be to put the cart before the horse, since it is the size of this dividend 
plus investment that will determine both the profits of State industry (i.e. ‘‘ the 
total yield of capital,’’ presumably) and the level of employment, and unless the 
dividend is made to fall as investment rises (or vice versa) total profits will rise 
(or fall). 

2 Marginal cost, although no longer equal, would still be proportional to price ; 
and this, as Mr. Kahn has pointed out (Economic JouRNAL, Vol. XLV, No. 177), 
is all that is required to secure the “ ideal ’’ allocation of resources. 

3 It seems clear that this is the primary function performed by the very 
high turnover taxes in U.S.S.R. under the very high rates of investment of the 
Five Year Plans. Without them the symptoms of labour scarcity would grow 
more acute and the queues and goods-shortages of the early ’30’s would recur. 
At the same time, these turnover taxes are used to differentiate between different 
kinds of consumption goods, e.g. luxuries and necessaries. 
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Robinson” mechanism to have to create a specialised device 
of variable social dividends or taxes in order to “ neutralise ” 
money sufficiently for a system of accounting-prices to operate 
smoothly; and one may be tempted to think that it has little 
to recommend it except as an ingenious proposal for reproducing 
in a socialist economy the “ideal capitalism” of economists’ 
imagination. If the absolute level of prices (whether of finished 
or intermediate products) is irrelevant and the significant con- 
sideration is the comparative productivity of economic resources, 
it is not clear why economic decisions could not be as wisely and 
more simply taken by a direct inspection of these comparative 
productivities, rather than by an elaborate attempt to equate two 
sets of prices—that of products and of all resources used. The 
former method would require that all investment decisions (at 
any rate in their general outline) should be centralised in the 
hands of the central planning authorities, and only wages (and 
not the price of capital) included in the calculation of costs. 
This would mean that control over questions of class 2, 3 and 4 
above was centralised: in deciding how much of the community’s 
resources to invest the planning authority would simultaneously 
decide (on the basis of data and advice provided by each industry) 
how and where investment should take place. For this method 
there seems to be much more to be said than has generally been 
admitted. In taking such decisions the planning authority would 
apply the rule of the maximum directly, instead of through the 
mediation of an accounting-price for capital : i.e. it would direct 
each type of resources to that use where its productivity (at the 
margin), valued in terms of final output, was estimated to be a 
maximum. Since the decision would be concerned directly with 
the comparative productivities of different uses (and not with the 
difference between value of output and an accounting-price) 
changes in the absolute level of price of final output would be 
irrelevant to the decision, so that the difficulties we have men- 
tioned connected with changes in this level would not arise. The 
planning authorities would simply have to know which direction 
was up-hill on the productivity slope, and always shift resources 
up-hill until they could climb no further. It has been objected 
that the centralising of such investment-decisions might prove un- 
duly cumbersome for them to be wisely taken. But it would, 
surely, be possible for each industrial management to submit its 
own draft sectional plan on the basis of precisely the same data 
as are available to them under Dr. Lange’s scheme (plans drafted, 
perhaps on the basis of an accounting-price, or else simply on 
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provisional data about quantity of resources available to that 
industry), and for the central authority to confine itself to 
subsequent pruning and integration of these draft sectional 
plans? The difference would be that the process of trial and 
error and adjustment and readjustment would take place before 
any plans were finally sanctioned and embodied in concrete acts 
of investment, instead of after. 

Would the planning authority, nevertheless, operate (“‘ on 
paper’) with ratios analogous to the traditional concept of a 
rate of interest, even though it did not charge an interest-rate even 
for accounting purposes? In taking decisions of any of types 2, 
3 and 4 above, the planning authority would presumably be 
confronted with data that could be expressed in terms of a ratio 
of net productivity (after allowing for the cost of depreciation or 
maintenance as well as ordinary operating costs) to construction 
cost. If all projects were expressed in terms of such a ratio, a 
priority-list of projects could be drawn up, and the allocation of 
resources be simply decided by moving down this priority-list. 
Here it is clear that the comparative, and not the absolute, size 
of these ratios would be the dominant consideration. The 
important thing would be that an investment-use which showed 
a higher net productivity-ratio should always be satisfied before 
an investment-use with a lower net productivity-ratio. Thus, 
decisions of type 2 would be made by giving priority to the 
construction of that size of plant which yielded the highest net 
productivity in relation to construction cost. With regard to 
the choice between changes of types 3 and 4: it would probably 
happen that some technical methods with a small construction 
cost figured higher in the list even though their current cost of 
operation and maintenance was relatively high; and consequently 
their construction would at first be preferred. As, however, the 
number of plants of this type was increased, the price of their 
products would tend to fall, thereby lowering their productivity- 
ratio proportionately more? than that of technical methods with 


1 It is quite possible that Dr. Lange’s proposal would prove serviceable as 
part of the technique of planning, even though it ceased to play a réle as an 
automatic regulator of the actual decisions ultimately taken. In other words a 
preliminary accounting-price might be issued to industrial units as a basis on 
which to construct the first draft plans, this price being issued simply as a “‘ feeler”’ 
during the process of drafting, but not necessarily playing any decisive réle 
subsequently. 

* This for the reason that if x is the product, y the cost of the product, z — y 
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lower costs of operation and maintenance but higher initial 
construction-costs; and as this occurred the latter would climb in 
the priority-list and investment in the new method would begin. 
When the new method had come into use, it would then pay to 
transfer labour previously employed on the repair and main- 
tenance of the old plant to maintenance-work on the new, since 
the net productivity of maintenance-work on the latter would 
now be the greater. In this way the new plant would gradually 
replace the old; and the process of successive transition to more 
complicated projects would continue, until the possibilities of 
economies in operating and maintenance costs by changes of 
type 4 had been exhausted. 


IV 


But there is a consideration which is to my mind con- 
clusive in rendering centrally planned investment superior to a 
decentralised system operating under the control of an accounting- 
price or interest-rate. It is that by the former method (as I have 
elsewhere tried to suggest ?) investment could be more wisely and 
consistently planned through time, since investment decisions 
could be taken in the light of fuller knowledge of the data on 
which the “ rightness ” or “ wrongness ” of such decisions must 
depend. This would seem to be so crucial an element in the 
superiority of a socialist over a capitalist economy as to render 
it an essential keystone of a planning system. If, on the other 
hand, questions of plant-construction were left to be decided de- 
centrally, according to rule-of-thumb responses to accounting- 
prices, the industrial managers who decided these things would 
be largely “in blinkers ” with regard to developments elsewhere 
and to future developments, upon which what they did ought to 
depend. It follows from the situation in which they are placed 
that these managers could not have all the relevant data before 
them; and this is the crucial difficulty. It is an over-simplifica- 


1 I have elsewhere suggested that there may be situations where it would be 
desirable immediately to invest in the most productive methods, even where these 
were relatively slow-yielding and involved a large initial construction cost. The 
example above is intended to show how the calculation of comparative pro- 
ductivity ratios could take place where more gradual progression from simple 
to complex technical methods was appropriate. 

* Op. ot., pp. 292-6, 349. 

3 That this is a matter of the objective situation and not of subjective factors 
(the efficiency of managers, and their powers of vision, etc.), does not seem 
always to have been appreciated; e.g. Pigou, Economics in Practice, pp. 114-15, 
and T. W. Hutchinson, Basic Postulates of Economic Theory, p. 186-7, where this 
argument is cited as though it depended on the personal qualities of administra- 
tors who take the decisions, and not on their situation. 
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tion to imagine that all that is necessary, either in a capitalist 
or a socialist economy, is to know the present loan-price and the 
present price of products. Since investment represents a locking- 
up of resources over time, the future price of capital and the 
future price of products will be relevant to any of the decisions 
of types 2, 3 and 4 referred to above. The capitalist entrepreneur 
takes his decision on the basis of expectations as to the future 
trend of these factors, and because these expectations are neces- 
sarily mere guesses, mistakes and subsequent jerks in development 
and fluctuations develop. On what is the industrial manager in 
a socialist economy to base his decision? If on similar guesses, 
then similar mistakes and jerks and possibly fluctuations (if not 
quickly corrected) will result. In order to estimate the future 
trend of interest-rates and the price of his product, he will have to 
guess, not only what the State policy with regard to investment 
is going to be (of this, as Dr. Lange points out, he may have a 
pretty fair idea), but what the current reaction of industrial- 
managements is going to be to the current interest-rate—how 
much current construction-work is being undertaken in the 
economy at large, and its results. In other words, the future 
trend will itself be affected by his own decision and that of all 
his fellow-industrialists; and his decision will have to depend, in 
part, on what he guesses the response of his fellow-managers will 
be, this including a guess as to what they will guess his decision 
will be. It seems inconceivable that this guessing-game can be 
reduced to any simple set of rules. Nor is this something that 
can be remedied by a grading of the accounting-price of capital 
according to the period of the investment; since the central 
planning board can, in turn, only fix a long-term rate on the basis 
of a guess as to what the reaction of industrial managers will be 
both to it and to current short-term rates, and this reaction will 
partly depend on guesses as to how this long-term rate is going 
to change. Indeed, it is difficult to see how Dr. Lange’s 
accounting-price for capital, if it is to be a long-term rate, can be 
a “trial and error” rate in any significant sense of the term, 
since the process of trial and error that is to test it and adjust it 
necessarily lies in the future, and is itself being influenced by 
current happenings which, under a régime of decentralised invest- 
ment decisions, are outside the planning authority’s immediate 
control. It would seem as though the only accounting-price for 
capital that can properly be said to be subject to trial and error, and 
hence have any tendency to be a “true” rate, is a short-term rate. 
Where decisions cannot be quickly revised, as is the case with 
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long-term investment, it would seem to be rational that a series 
of decisions, each of which affects the others, should be coordin- 
ated in a unified decision instead of being separated into a number 
of autonomous decisions. But even if all questions of investment 
were decided (or had to be finally sanctioned) centrally, questions 
of class 1 above (the volume of output from a given plant) might 
still be settled according to Dr. Lange’s and Mr. Lerner’s rule; 
i.e. of equating M.O.C. with price. This would mean that 
“‘ short period ” questions could be decentralised ; i.e. day-to-day 
decisions about the intensity of utilisation of plant, and as much 
adaptation to meet unforeseen circumstances as would anyhow 
be possible within a given set of investment-decisions recently 
taken. But here again some of the difficulties discussed in the 
first half of this article would obtrude and the wisdom of even 
this amount of decentralised autonomy may be questioned. 
Where there was a reserve of unemployed labour, it would be 
preferable as we have seen to extend output and employment 
beyond the point where price = marginal prime cost.1 On the 
other hand, in a condition of full employment the problem of 
acute labour shortage would emerge if the rate of investment 
were to be increased; and to meet it, control over the output 
programmes of individual plants would have to revert to the 
central planning authority, or output be limited by means of an 
output-tax levied on each plant. With sufficient foresight, 
however, this difficulty could be partly prevented; which is a 
particular witness to the importance of taking investment- 
decisions in the light of knowledge of future investment trends. 
The situation just described implies that there are too many 
plants in each industry. If in the past investment had taken the 
form of appropriate changes of class 4, instead of changes of 
class 3—if there had been an extension of the “ deepening pro- 
cess ”’ faster than the ‘‘ widening process ’—this situation need 
not have arisen. To prevent such a situation ever arising would, 
of course, require a length of vision that is beyond the bounds of 
reasonable hope. But with a moderate degree of planning ahead 


its possibility could be considerably reduced. 
M. H. Doss 


Cambridge. 


1 In a situation where unemployment prevails the principle of marginal cost 
is generally inappropriate, since increase of output involves the transfer of workers 
not from alternative employment, but from idleness. Hence there is no social 
cost involved in their employment other than the transfer of real income from 
those already in employment owing to the fall in real wages that the increased 
employment must in these circumstances (if prime costs are rising) involve. 


















































REVIEWS 


Primitive Polynesian Economy. By RayMonp Firtx. (London: 
Routledge. 1939. Pp. vi + 387. 15s.) 


Ir is clearly no part of the economist’s task to discuss how 
it comes about that human beings are found pursuing the specific 
goals that attract them, or to account for the scarcity of the 
means required for the attainment of these goals. He is con- 
cerned merely with the investigation of the consequences of the 
existence of such basic facts. Asmall isolated community, remote 
from our customary experience owing to its primitiveness, might 
well, therefore, present opportunities for the study of aspects of 
economic theory which, owing to the permanent admixture in 
our customary reasoning of assumptions about human desires 
and the refractoriness of environments, the professional economist 
has never turned aside to consider. Our “theory,” it may be 
stated, has never been strictly pure theory. Dr. Firth’s study 
of the little island of Tikopia, one of the most isolated Polynesian 
settlements in the Pacific, might almost, therefore, claim to be 
the first absolutely pure piece of economic theorising yet attempted. 
Dr. Firth is not only an expert field ethnologist, but also a trained 
economist, and his standpoint throughout is that of the economist. 
It is for this reason that the present work has a value for the 
economist as much as for the ethnologist. With few exceptions— 
Dr. Firth and Prof. Malinowski are the outstanding examples— 
the field ethnologist identifies economics with technology, with 
the result that although we know a great deal about the magico- 
religious practices, the kinship organisation, the methods of house- 
building, horticulture, and so forth, of many primitive peoples, 
we have been presented with next to nothing in the way of such 
economic reasoning as a disembodied theorist from another 
planet, unfamiliar with all our assumptions about desires and 
disutilities, ‘‘economic’”’ means and “ economic” ends, would 
instinctively take as his subject-matter. 

Dr. Firth has dealt in a separate volume with what we may 
call the non-theoretically economic aspects of Tikopian culture, 
and in the present volume the emphasis is laid not on the techno- 
logical details of canoe-construction, house-building, and so on 
(which are described only for the purpose of supplying a necessary 
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background), but on the problems of the regulation of population, 
the ways in which labour of different kinds is daily expended 
and how this expenditure fluctuates, the way in which capital 
goods are accumulated or maintained, the kinds of consumption, 
the way its constituents are distributed and the extent to which 
it fluctuates. These quantitative studies are a necessary pre- 
liminary to an understanding of the mechanism by which these 
flows are regulated ; but when we attempt an explanation of the 
regularities and irregularities that come to light, it is clear from 
Dr. Firth’s study that neither private enterprise motivated by 
profit nor conscious planning by appropriate authorities is a 
sufficient explanation of the ways in which resources are utilised 
for the achievement of ends. This does not mean that we are 
unable to give an ‘“‘ economic’”’ account of the whole process. Pro- 
duction need not be instigated by private enterprise or rational 
planning, exchange need not occur only in response to the motive 
of increase of utility of the objects exchanged, labour need not 
be evoked only in response to a real wage. This would only be 
the case if economic ends as ordinarily conceived were absolutely 
independent of the means of achieving them. In Tikopian 
society this is clearly not so. To acquire little in exchange for 
much, to work without material reward, to be deliberately 
wasteful of resources, may in certain circumstances be ends. If 
the theorist consents to take such purposes into account as 
economic “ ends,” then they must be regarded as competing with 
other economic ends according to their relative utilities—in other 
words, entrepreneurs or planning authorities must be regarded 
as weighing up the total accompaniments and consequences of 
alternative plans. If, for example, in certain circumstances the 
utility of “ wasting ” resources is greater than the utility of con- 
suming them in the ordinary way, then the first alternative is 
chosen, and the choice may be regarded as a rational economic 
decision. But the economic process may be looked at differently. 
While the ends themselves are largely a product of the social 
organisation, the social organisation, since it works and allows 
the continued existence of the community, is not a mere accident ; 
since a social organisation, must have a certain self-consistency 
in order to function. We cannot, therefore, simply take the ends 
as given ; for in such a universe the very existence of a mechanism 
for the fitting of means to ends implies to some extent a de- 
termination of the ends themselves, since the means themselves 
are partial ends, being equally included in the complex composite 
ends. In spite of his rigidly economic standpoint, Dr. Firth 
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finds, in view of the above considerations, that he cannot adopt 
the more familiar assumption that ends can simply be taken for 
granted. He finds instead that he is impelled, even qua eco- 
nomist, to step, as it were, behind the scene and enter a sphere 
where ends can be understood as not merely “ ends ” in the sense 
in which most of us have been trained to consider them, but as 
integral elements in the functioning of a social organisation. 

The implications of this point of view and of other penetrating 
hints dropped by Dr. Firth are, possibly, of far-reaching import- 
ance; for it would indeed be surprising if assumptions that are 
not permissible in the investigation of a primitive economy of this 
character should be found to be admissible without question 
in a pure theory of economics applicable to any world. Dr. 
Firth’s book, therefore, demands the attention of economists 
not only for the complete picture it gives of the economic function- 
ing of a small, closed and more-or-less stationary community, 
but for other theoretical problems that might be raised as to 
method and standpoint—problems that are easily overlooked 
by economists who confine their attention to communities of 
European pattern. 

W. E. ARMSTRONG 


Cambridge. 


The History and Mechanism of the Exchange Equalisation Account. 
By Lzonarp Waicut. (Cambridge University Press. 1939. 
Pp. xiv +191. 8s. 6d.) 


THERE is no doubt room, as Mr. Waight says (p. xiii), for a 
general text-book on the Exchange Equalisation Account, and it 
would be pleasant to congratulate him on having successfully 
filled the gap. Unfortunately it is not altogether easy to do so. 

His shortcomings as an expositor may be illustrated from the 
chapter (6) in which he expounds the now-familiar doctrine that 
under certain conditions an influx of foreign money, offset by the 
Account, increases by equal amounts the deposits and the non- 
cash assets of the joint-stock banks, and thus, by reducing their 
cash ratios, exercises a deflationary effect unless further compen- 
satory actionistaken. In order to follow Mr. Waight’s exposition, 
we first have to guess that when he speaks of a rise in bankers’ 
balances at the Bank of England as potentially enlarging the credit 
base, he means that it actually enlarges the credit base and 
potentially enlarges the credit superstructure. We then have to 
reconcile the statement that this potential enlargement is in the 
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proportion 10:1 with the suggestion conveyed by the example 
two pages earlier that it is in the proportion 1:1. (This involves 
working out for ourselves a theory of the expansion of credit 
under a multiple banking system, since Mr. Waight, in spite of the 
inclusion of much elementary matter in his book, has not provided 
us with one.) Finally, we have to turn a blind eye to the sug- 
gestion, disconcertingly interjected in the middle of the exposition, 
that the whole problem is a mare’s nest, since “the amount of 
cash for internal credit purposes is the same after an influx of 
capital offset by the E.E.A. as before it,”’ and since, “as Walter 
Leaf has well said, ‘the amount of [the banks’] reserves is not 
the cause, but the effect, of their ability to give credit.’ ”’ 

Mr. Waight’s methods of exposition are no happier when he 
proceeds (cb. 7) to illustrate his propositions from the influx of 
French capital in the summer of 1936. He begins by reaffirming 
(p. 55) that under such conditions, since the Account’s sales of 
bills equal its purchases of gold, the absolute amount of the 
bankers’ balances is unchanged, but that nevertheless, since their 
deposits have been increased, expansory action will be necessary 
to restore their diminished cash ratios. He then states twice, 
without explanation, that, on the occasion under review, the 
bankers’ balances fell from £105 m. to £78 m., following up this 
information with a schematic table in which the fall is ignored, the 
bankers’ balances being entered at the old figure of £105 m. 
He then alleges that corrective action was taken to bring them 
above this figure—an allegation not borne out by reference to the 
statistical appendix. He then states that the amount of gold 
transferred to the Bank of England to form a basis for this 
expansion was determined on the principle that it must equal one- 
tenth of the inflow of capital in the form of bank deposits. Since 
he has told us that the transfer of gold was £42 m., we naturally 
infer that the expansion of deposits was some £400 m.; but if we 
have the curiosity to look it up, we shall find that it was of the 
order of £150 m. Not until our minds have been thoroughly 
muddled and misdirected in this fashion is the key to the whole 
mystery disclosed—that the incoming capital largely sought 
refuge not in bank deposits at all, but in Bank of England 
notes. 

The account given in ch. 8 of the mechanism by which the 
French balances were repatriated in the summer of 1938 is by 
comparison lucid, until we reach a passage which purports to 
explain how the sterling balances of the Account, swollen by the 
proceeds of gold sales, were used to pay the War Loan dividends 
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onJunel. ‘‘ The E.E.A handed over its surplus cash and received 
tap-bills in exchange, and the Bank of England paid out the 
dividend. There was, in consequence, a transfer of funds from 
Public to Bankers’ Deposits. The encashment of the dividend 
warrants eventually reduced the total of Bankers’ Deposits, a 
decline counterbalanced on the other side of the Bank of Eng- 
land’s balance-sheet by a fall in Government securities, being the 
reflection of the exchange of tap-bills for sterling with the E.E.A.” 
Why should the presentation of dividend warrants tend to a 
reduction of bankers’ balances (of which, incidentally, there is 
no trace in the figures quoted)? Through leading to a withdrawal 
of notes? If so, will not the counterbalancing fall in the assets 
of the Banking Department be a fallin the reserve? Why, anyway, 
should the issue of tap-bills by the Treasury to the E.E.A. in 
exchange for its balances be reflected in a decline in the Banks’ 
holdings of Government securities (of which again there is no 
trace in the figures)? Once more the conscientious reader, who is 
doing his best to submit himself to Mr. Waight’s guidance, retires 
baffled and wearied from the struggle. 

Mr. Waight’s explanation (p. 122) of the Accounts’ “‘ swap ”’ 
transactions—purchases of spot and sales of forward dollars— 
during the pressure on the pound in the autumn of 1938 is also 
lacking in clarity. According to him, the effect of the spot half 
of these transactions was to provide the Account with spot dollars 
which it could sell in support of the pound, thus pro tanto reducing 
the need for parting with gold to the American Treasury, and to 
put back into the market the sterling obtained from such sales. 
Now it is obvious that if the Account buys from A as many spot 
dollars as it sells to B, it can avoid losing gold or removing sterling 
from the market; but equally it has done nothing whatever on 
balance to relieve the pressure on the spot pound. In order to 
prove that the whole complex of transactions afforded support 
to the spot pound, Mr. Waight would have had to argue, as Dr. 
Einzig has done, that the sale of forward dollars, by bringing 
down the premium on forward dollars, diminished the induce- 
ment to private persons to effect swap transactions of the kind 
described. But if this argument is in his mind, he has not 
stated it. 

I turn to a more important matter. On p. 78 Mr. Waight 
endorses uncritically the Chancellor’s claim that the cost of 
financing the Account’s gold holdings can be arrived at by 
reckoning interest on the sums involved at the Treasury Bill 
rate. And on p. 94 he states that “‘ for the whole period of tenancy 
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in this country of these foreign-owned funds, there will exist 
in the market a corresponding amount of tender Treasury Bills, 
or tap-bills in the Bank of England or a Government department.” 
By p. 102 he has discovered that this is not true; by March 1938, 
although the Account had obtained from somewhere some £475 m. 
for the purchase of gold, the volume of tender Treasury Bills was 
almost the same, viz. about £500 m., as when its operations 
began. ‘The answer to this anomaly is—funding operations and 
rearmament.” Yet Mr. Waight declines to qualify his previous 
conclusions as to the cost of the Account’s operations. For 
“‘ firstly, the funding operations and borrowing for defence require- 
ments would have been carried out even if the E.E.A. had not 
existed. Secondly, the E.E.A. is financed by bonds only to the 
extent that owners of refugee capital invest sterling in bonds 
issued by the Government during the life of the E.E.A. In this 
case bonds have been given in exchange for gold, and the additional 
cost of financing such gold is a saving pro tanto to other Public 
departments.” The first part of this reply presumably conveys 
an opinion—surely a strange one—that, but for the gold influx, 
the Government would by 1938, except for seasonal purposes, 
have abandoned almost entirely, in the teeth of the opposition 
of the banks and at the cost of administering the coup de grdce 
to the discount market, the cheap and convenient method of 
finance by Treasury Bill. Of the second part of the reply, the 
first sentence quietly begs the question at issue, while the second 
is, to the best of my understanding, meaningless. What public 
departments have saved by the issue of the bonds, and why ? 
I have concentrated attention, perhaps somewhat captiously, 

on these secondary matters, because their cumulative effect is, I 
think, somewhat damaging to Mr. Waight’s claims to have pro- 

vided us with a satisfactory text-book. That is not to say that 

I differ greatly, as some will doubtless do, from his general picture 

of the aims which the authorities have set before themselves, or 

from his favourable estimate of the degree of success which they 

have achieved. There are moments, however, when his com- 

placency appears to exceed what is reasonable. He feels no need 

to argue that the fall by 30 per cent. of a pound overvalued by 

15 per cent. (p. 2) is correctly described as “‘ the adjustment of 
sterling to its proper level” (p. 132)—only silly and jealous 

foreigners could suppose otherwise. By p. 135 the Account has 

been promoted from an efficient mechanism for dealing with the 
hot money nuisance to a beneficent magnet attracting “ the loan 
1 On this whole matter, see F. W. Paish in Economica, August, 1937, p. 346. 
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of vast sums of foreign money at the lowest possible rate of 
interest.” And Mr. Waight’s endorsement of the need for 
contemporary secrecy in the handling of the Account seems to be 
tempered by no trace of indignation at the unnecessary trouble 
caused to himself and other students by the maintenance of an 
official veil over transactions long since dead and done with. 

D. H. RoBertson 


London, August, 1939. 


Control of International Trade. By Hetnrich Heuser. (Lon- 
don: Routledge. 1939. Pp. 282. 12s. 6d.) 

International Monetary Economics. By M. A. HEILPerin. 
(London: Longmans. 1939. Pp. 281. 15s.) 


Dr. HEvSER has written an illuminating account of the history 
and consequences of the import quota and the restriction of 
imports by exchange control. He is persuaded both by his 
theoretical analysis and his empirical study that these new methods 
of regulating international trade ‘do not deserve the support 
of those who have the well-being of the community intelligently 
at heart.” 

The first two Parts, which deal in turn with the causes and 
technique of foreign trade control by methods other than tariffs, 
describe the experiences of European countries since 1931. On 
the causal side Dr. Heuser is inclined to emphasise the protection- 
ist motive. In most, although not all, cases he considers the 
argument in terms of currency stability an excuse and a useful 
debating point. He describes the technique of control method by 
method and country by country. Changes of method have been 
numerous, but no marked tendencies are evident. Apparently 
governments have been so impressed by the shortcomings of 
‘whatever method was first adopted that they have turned to 
uthers. 

In the third Part, in which he studies the results of the regu- 
lation of foreign trade, Dr. Heuser applies a fairly orthodox economic 
analysis to some important and neglected problems. His general 
case against these methods of restricting trade is simply that they 
interfere even more effectively than tariffs with the international 
division of labour. His conclusions regarding their effect on 
prices are what any trained economist would expect, but it is clear 
from official actions and explanations that legislators and states- 
men badly need to study them. He makes the interesting point 
_ that whereas a protective tariff will always stimulate production 
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in a monopolised home industry, a protective quota will not 
necessarily do so. His proofs are not general; they are geometric 
and assume linear demand and supply curves, the latter always 
rising. He is perhaps least convincing when he reaches negative 
conclusions on the effect of trade restrictions on home employ- 
ment, for here he ignores the “ foreign trade multiplier ” and the 
possible repercussions of such restrictions on home investment, as 
well as the argument that they may make possible a more 
expansionist internal policy. 

Professor Heilperin has written a very different book on very 
different assumptions. Its subject is the structure of inter- 
national monetary relations, but except for brief references in the 
concluding chapter, the world which it investigates is one in 
which quotas, exchange controls, and even exchange equalisation 
funds do not exist. 

The book is a plea for a return to a saner internationalism in 
the monetary field, and as such it will be received sympathetically 
by the majority of English economists. Unfortunately, however, 
Professor Heilperin’s defence of “‘ monetary internationalism ”’ is 
not a very convincing one. His argument is discursive and loose, 
and he is inclined to spoil a good case by belittling views at 
variance with his own. 

Internationalism in the monetary field is not defined in terms 
of an international standard, but merely as co-operation in the 
realisation of international ends. It may take the form of an 
agreement on approximate parities between paper currencies 
which will be maintained in the long run by appropriate concerted 
national policies. But the difficulties of this type of agreement 
are so great in Professor Heilperin’s opinion that monetary 
internationalism implies in fact the adoption of an international 
standard and willingness to adhere to the “ rules of the game.” 

Professor Heilperin accepts this solution with equanimity 
because he is unconvinced of the existence of the dilemma between 
“internal” and “ external” stability. In normal times, he 
argues, exchange stability is entirely consistent with the main- 
tenance of stable internal prices and production. This conclusion 
ceases to be impressive when it is pointed out (pp. 170-71) that 
“major disturbances,” such as changes in the volume and 
direction of international capital movements, movements of 
short-term balances in search of safety, and divergent price 
movements in various countries caused, for example, by business 
cycles, are not considered to be “ normal.” Changes in the de- 
mand and supply conditions of internationally traded goods 
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should clearly be added to the list. Advocates of free exchanges 
do not argue that their dilemma arises in quasi-static conditions, 
but that disturbances of these “‘ major ”’ types do occur, and that 
when they do, the choice must be made between external and 
internal stability or some method of exchange control. 

Too much of the book is devoted to definitions and classifica- 
tions the basis and necessity for which are not apparent. The 
criticisms of the doctrine of purchasing-power parity and of 
Professor Cassel’s and Professor Rist’s theories of the relation 
between gold and prices are, for the most part, valid but familiar, 
although the objections to index numbers of prices are stated in 
much too general and dogmatic a form. The section on exchange 
standards is particularly clear and interesting. *™ 

In the vital chapter on equilibrium in international payments 
Professor Heilperin is least satisfactory ; he seems to overestimate 
the ease of making adjustments on the gold standard and to 
underestimate the forces making for equilibrium on free exchanges. 
It is clear that under a gold standard movements of short-term 
funds make possible a slower adjustment of the other items in the 
balance of payments, but how do they reduce the magnitude of the 
adjustment required (p. 166)? Professor Heilperin argues that 
the same internal credit policies are required to re-attain equili- 
brium under an inconvertible paper standard as under a gold 
standard, but it is not clear whether this is because long-run 
stability of the exchanges is included in his definition of equili- 
brium, or because equilibria on free exchanges tend to be un- 
stable. If the former, the conclusion is obvious; if the latter, 
Professor Heilperin has furnished no proof. 

C. J. Hiren 
The Queen’s College, 
Oxford. 


Currency Depreciation and Monetary Policy. By Mitton GILBERT. 
(Philadelphia : University of Pennsylvania Press. Oxford 
University Press. 1939. Pp. 167. 9s.) 


Tuts is a comparative study of the causes and effects of the 
external depreciation of the currencies of Australia, Sweden, 
England and the United States. Australia is examined as a 
country where depreciation was forced by a catastrophic fall in 
the value of her exports coinciding with cessation of foreign 
lending to her. Sweden’s currency is shown to have depreciated 


because the known dependence of her export trade on England 
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excited a flight of funds when sterling left gold. England’s 
case is that of a currency, known to be over-valued, suffering 
from heavy withdrawals of foreign funds, against which no 
adequate reserves had been accumulated. The American dollar, 
despite the absence of any “ visible necessity,” “‘ was deliberately 
depreciated in order to aid the internal economic situation,” and 
the change “engendered a severe international disequilibrium.” 
After detailed discussion of each case, the conclusions are ad- 
mirably summarised in a final chapter. 

The book as a whole deserves a wide circulation, because 
the facts are clearly stated and the conclusions are based on 
analysis which is nowhere difficult reading. With most of Mr. 
Gilbert’s conclusions I find myself in complete agreement, but 
there are a few points which call for some reconsideration. Mr. 
Gilbert refers repeatedly to the ‘‘ under-valuation ”’ of the pound 
after the departure from gold. Yet if we accept his criterion 
(p. 35) and look at the balance of payments (the figures up to 
and including 1934 are given on p. 44), it is quite clear that there 
has not been under-valuation in the vital sense. Next, in dis- 
cussing the English situation preceding 1931, Mr. Gilbert refers 
(as so many other writers have done) to the rigidity of wages. 
Surely this is putting a misleading face on things—and it implies 
serious criticism of Trade Union policy. In fact the difficulty 
in question was a rigidity of money incomes generally. The 
rigidity of wages was bound up with workers’ ideas of “ fairness ”’ 
and with the general rigidity of money incomes. This point 
(like my next) may, of course, have some relevance to situations 
in other countries as well as England. In discussing English 
monetary policy before 1931 the author appears to think that, 
had it been possible, deflation to maintain the gold parity would 
have been desirable. Here again Mr. Gilbert follows many other 
writers, though in his conclusion he takes up a rather modified 
position. If it is once recognised that the stability of a capitalist 
system depends largely on a high degree of income stability, 
drastic deflation appears a far more perilous course than Mr. 
Gilbert ever suggests. My last point refers to Mr. Gilbert’s 
argument against tariffs. In saying that tariffs “would leave 
the depressed state of industry and trade untouched,” the author 
is over-stating his case. And in a world where Protectionists 
are always rampant and are obliged to depend for their arguments 
on weaknesses in the Free Trader’s exposition, it is most important 
that the Free Trader should not over-state his case. 

There are many minor misprints, the only one of importance 
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being that on p. 33, where the minimum unemployment in 
England in 1925-30 is given as “ 2 million ” instead of “ a million.” 

This is a good readable book—just the right length for its 
material. The fact that much of this review consists of disagree- 
ments must not obscure the facts that I admire this book and 
agree with nearly all of it. 

R. 8S. SAYERS 
Pembroke College, 
Ozford. 


World Economy in Transition. By EvuGENE Statey. (New 
York: Council on Foreign Relations; London: Royal 
Institute of International Affairs. 1939. Pp. 340. 12s. 6d.) 

Man’s Estate: Adventures in Economic Discovery. By ALFRED 
M. Bryeuam. (London: Allen and Unwin. 1939. Pp. 
480. 12s. 6d.) 


ProFEssor STaLEy’s book contains little which it might be 
hoped is not already well known among economists. Neverthe- 
less it deserves to have a wide circle of readers, for its fundamental 
propositions are far from being properly understood even by 
intelligent members of the general reading public, and many 
economists also stand in need of at least an occasional reminder. 
The form in which the argument is cast would no doubt have been 
altered if it had been written when preparations for war no longer 
provided the background from which its illustrations were drawn, 
but its urgency is in no way diminished by the transition from 
preparations to the real thing. 

Professor Staley first examines the conflict between the 
increasing degree of international integration necessitated by 
technical changes in the modern world and the political trends 
which have strongly resisted this movement, and offers a useful 
antidote to the curious tendency in certain quarters to minimise 
the importance of new inventions in the world in which we are 
living and in which our children are likely to live. He concludes 
that ‘‘a world economic system is the natural and necessary 
consequence if modern technology is to be given free rein,” and 
that if we prefer not to give modern technology a free rein, we 
* condemn ourselves and other people to the endurance of irrational 
sacrifices of human welfare. 

This part of the argument is independent of controversies about 
economic systems in the ordinary sense, and it is rightly insisted 
that when we talk about trading freely, we mean, or should mean, 
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“merely that, however trade is carried on, political boundary 
lines should have as little as possible to do with the volume and 
direction of resource flows.” He then proceeds to an analysis 
of the parallel conflict between laissez faire and “ planning,” 
and, while properly sceptical of the restrictive tendencies of 
much which has recently assumed the cloak of respectability 
under the popular title of planning, concludes that we must look 
forward to the development of “ mixed ” economies, in which 
planning should be positive rather than restrictive, promoting 
change rather than resisting it, and discusses in somewhat sketchy 
outline some concrete forms in which such “ mixed ” economies 
might find effective expression. 

All this is useful for the general reader, who is also properly 
reminded of the advantages to be gained from further extensive 
investment in education and the dissemination of knowledge, 
and of the consequences for the economic structure of the growing 
importance of leisure. The economist may, however, feel that 
what is most wanted now is a more penetrating analysis of the 
resistances, which are not all merely political, which have so far 
been so effective in preventing the acceptance of the conclusions 
of rational argument in this field. Professor Staley does not 
entirely neglect this problem, but the strength of these resistances 
appears to have greatly increased in our own time, and readers 
who are already converted to his way of thinking would welcome 
further work along these lines. 

Mr. Bingham is also concerned to give a popular exposition 
of his views on the problems created by a world economy in 
transition. ‘“‘I cannot remember,” he tells us, “ever doing 
without anything I wanted, because it cost more than my family 
was able to spend,” and with a growing conviction that everyone 
else should be in the same happy condition, but without any 
elaborate equipment of knowledge of economic theory, beyond a 
belief that “‘ the present economic system was incapable of pro- 
ducing the abundance that was physically possible,” and a pro- 
found scepticism about the “ mysteries of the banking process,” 
he set out from America upon a world tour which provides the 
opportunity for a number of interesting reflections upon Fascism, 
Nazism, Communism and other rival economic systems. He 
returned, attracted but unconvinced by the appeal of Marxism 
as a religious faith, to engage in a variety of “ left-wing ”’ activities, 
during the course of which most of the panaceas put forward in 
recent years in the United States came under his critical notice. 
He has now reached the conclusion that “to present the issue 
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as one between private enterprise and public enterprise, or between 
private ownership and public ownership, or between the profit 
motive and the service motive seems meaningless and irrelevant, 
if not false.” Following, as he believes, the lead of Mr. Keynes, 
he maintains that “ private investment in new capital construction 
will never again reach great heights,” and pleads accordingly 
for a “‘ New ” New Deal, the administration of which, in view of 
what Mr. Bingham optimistically describes as “ the increasing 
harmlessness of the wealthy,” he believes should provoke no 
serious opposition. The same measures which are necessary as a 
transition to a controlled economy—‘ in making our capitalist 
system work, we shall find we have accomplished the much 
disputed transition to ‘socialism’ ’’—are also essential, it is 
explained, to the maintenance of neutrality for the United 
States. 

The study of the growth of Mr. Bingham’s thought is not 
without its interest, but, as he indeed confesses, it contains little 
that is original. He sometimes coins an illuminating phrase, 
and perhaps a little more often phrases which are misleading or 
mistaken, but his efforts to make the best simultaneously of all 
possible worlds would have been more effective if their exposition 


had been more compressed. 
ALLAN G. B. FIsHER 


The Theory of Idle Resources. By W.H.Hurr. (London: Cape. 
1939. Pp. 193. 6s.) 


Tuis is a short, stimulating and somewhat unsatisfactory book. 
Let no one be misled by the imaginative statements contained on 
its dust-cover. It is not “largely devoted to criticism of Mr. 
Keynes’s General Theory.”’ It does not show that ‘‘ there must be 
complete freedom of competition to allow the price system to 
register consumers’ wants.”’ It does not develop “ the theme of 
what type of institutions are required by a competitive system.” 
Even its title is misleading. Professor Hutt gives us here no 
“ theory of idle resources ” in any legitimate sense of that phrase. 
What he does is to classify and examine types (or senses) of 
“idleness ”’ and to provide his readers with an impressive array of 
new terms for the various kinds of idleness distinguished. 

The word “idleness”’ is used in preference to “ unemploy- 
ment ”’ because the author is concerned with the non-utilisation 
of natural resources and productive capacity no less than of labour ; 
and it is a merit of his analysis that it clearly brings out the 
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similarity between the problems of unemployed workers and the 
problems of unused plant and equipment. Six main types of 
idleness are distinguished: (1) the case in which resources are 
unused because they are wholly valueless; (2) ‘‘ pseudo idleness,” 
i.e. the temporary non-utilisation of resources which are being held 
available for employment at some future date; (3) “‘ preferred 
idleness” ; (4) “‘ participating idleness,” the case in which resources 
are withdrawn from employment by reason of the monopoly 
benefits thereby accruing; (5) “strike idleness”; and (6) “‘ aggres- 
sive idleness,” e.g. when a monopoly maintains redundant capacity 
as a means of discouraging potential interlopers. 

Cutting across this basic classification is a broad line of contrast 
between “enforced idleness”’ and idleness that represents 
voluntarily ‘‘ withheld capacity.” (It should be observed that by 
Professor Hutt’s definitions “ withheld capacity,” though not 
“enforced ” need not be “ preferred”; conversely idleness is 
frequently both ‘‘ enforced ” and “‘ preferred.’’) 

My impression is that this elaborate apparatus does help to 
throw light upon a number of neglected points in the study of 
unemployment. And the author may be right in claiming that 
current doctrine is too exclusively concerned with the aggregate 
demand for labour and does not pay enough attention to the 
effects of restrictionism as a factor making for unemployment and 
idleness. But he does not begin to establish the basic superiority 
of his own line of approach. For on the one hand he allows him- 
self no space for demonstrating this inductively by means of 
detailed practical applications; and on the other hand the a priors 
argument which purports to show (pp. 183—4) that his approach 
must be the right one seems to be (at the best) a mere matter of 
words. 

The book is written in a rather difficult style and the author is 
a little too ready with unbacked accusations of error and con- 
fusion against those with whom he disagrees. But much of 
what he says is interesting and illuminating. I still look forward 
to the time when Professor Hutt will set out systematically and 
fully the grounds which lead him to believe that to restore free 
competition is a practicable, and the easiest, way of solving our 
major economic ills. 

L. M. FrasEr 
King’s College, 
Old Aberdeen. 
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L’ Economie politique contemporaine. (Paris: Librairie générale 

de Droit.) 

I. La Méthode de V Economie politique. By B. Nocaro. 
(1939. Pp. vi+ 275. 50 fr.) 

IV. L’Intervention de VEtat. By H. LavurenBurcEr. 
(1939. Pp. 371. 70 fr.) 

V. Production agricole et Economie rurale. By A. 
GARRIGOU-LAGRANGE. (1939. Pp. 211. 40 fr.) 

XVII. L’Economie collectiviste. By R. Moss&é. (1939. 
Pp. 210. 40 fr.) 

XIX. Initiation a4 lV Analyse statistique. By L. D. DE 
BERNONVILLE. (1939. Pp. 232. 50 fr.) 


TIME was when great men wrote their Principles but were 
content to allow the outlying territories of the world of economics 
to be treated in a rather less systematic fashion. The present is 
once again the age of the encyclopedia, the many-volume treatise 
touching every conceivable topic, practising division of labour, 
but often producing somewhat uneven results. The present series, 
under the general direction of Professor Nogaro, appears to be no 
exception in this respect. Twenty-three volumes are contem- 
plated, but only the five at present under review have so far been 
published. The intention is evidently to cover a rather wider 
field than does the Traité of M. Truchy, but it is evident that it 
will not be able to compare in scope and thoroughness with Pro- 
fessor Spiethoff’s economic section of the Liszt and Kaskel 
Enzyklopddite. 

The series is opened by M. Nogaro himself, who, with an 
altogether unreasonable suspicion of abstract reasoning, has 
written a methodology not of economics, but of economic history. 
In the contrast which he draws between the deductive method and 
what he calls the ‘‘ method of observation,” mainly to the disad- 
vantage of the former, the present reviewer at any rate cannot 
but feel that the antithesis is unfairly pressed. A considerable 
portion of the book is taken up in demonstrating what the author 
considers the essential irrelevance of the Walrasian system. 
M. Nogaro has a kind word or two for Marshall, but it nevertheless 
turns out (p. 244) that in his view the only real point of such a 
concept as the elasticity of demarfll is to act as a vehicle for 
statistical estimation. The application of mathematics to eco- 
nomic problems should, indeed, be confined to the treatment of 
statistical data. The author does not indeed suggest that the 
collection of facts should be entirely indiscriminate, but he gives 
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little enough guide as to the principles on which he would wish 
them collected. M. Nogaro’s position might be summed up not 
unjustly by saying that he believes more time has been wasted 
in evolving theories than in collecting facts : many of his readers, 
among them the present reviewer, would be much more inclined 
to argue the contrary proposition. 

Much the most distinguished of the volumes at present under 
notice is the Economie collectiviste of M. Robert Mossé, who writes 
from Grenoble. It may be recommended as an interesting study 
of Russian practice in relation to collectivist theory. After a 
brief review of Soviet organisation, M. Mossé’s method is to take 
the Second Five-Year Plan and dissect it, distinguishing per- 
formance from intention. He shows, with the help of official 
statistics, how the distribution both of labour and of consumption 
goods has come more and more under the infiuence of a rudimentary 
pricing system. Since 1931 wage differentials have tended to 
increase, and he places the ratio of skilled to unskilled wages at 
3 to 1, compared with 14 to 1 in France. This development, he 
points out, is mainly a measure for regulating the supply of labour 
in the face of a demand which remains arbitrary. Similarly, the 
pricing of consumables is still intended mainly to bring the demand 
for them into rough equilibrium with an arbitrary supply. “La 
demande peut étre alignée sur l’offre par des manipulations de 
prix. Les travailleurs sont canalisés vers les différents branches 
grace & des rémunérations différentielles. ... Cependant... 
ces mécanismes sont des instruments au service de ]’exécution du 
Plan, c’est-a-dire des décisions de |’autorité. Les consommateurs 
n’ont qu’une relative liberté de choix, sans souveraineté et, dans 
Vélaboration des plans ultérieurs, |’administration peut ne pas 
tenir compte de leurs désirs”’ (p. 206). He shows, too, how 
irrelevant still remains the pricing given to other factors than 
labour. Each enterprise is, indeed, charged an arbitrary rate of 
interest, but in drawing up a given plan, no attention is paid to 
the prospective return on investment. The most that can happen 
is for a realised profit or loss to affect plans drawn up in the future. 
He sums matters up thus (p. 170): ‘Sans jouer le réle d’un 
thermostat, le taux d’intérét joue, au moins, celui d’un ther- 
mométre.” 

L’ Analyse statistique calts for little comment. The author 
handles familiar material on well-recognised lines, and very 
sensibly includes an elementary treatment of multiple correlation, 
a technique which is being increasingly applied to economic data. 
The final chapter discusses binomial sampling in some detail, and 
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explains the use of the ¢ and z distributions and the x? test. There 
is, however, no mention of interpolation. 

M. Garrigou-Lagrange deals in a straightforward manner 
with agricultural problems, especially land-tenure and labour 
and capital supply, in France and other European countries, but 
with only occasional reference to the United States. It seems 
a pity, however, that he says so little about agricultural policy, 
so vexed a question in recent years. The few remarks about the 
Office du Blé whet the appetite for more, while our own Agricul- 
tural Marketing Acts are introduced only to be dismissed within a 
couple of pages. M. Laufenburger’s book is much the longest of 
the five. He roams over a wide field and discusses a great many 
different kinds of intervention in a great many different countries. 
But one lays down his book without feeling much the wiser. 

HaroLtD BARGER 
University College, 
London. 


Incomes, Means Tests and Personal Responsibility. By P. Forp. 
(London: P.S. King, 1939. Pp. ix + 86. 5s.) 


OnE of the most baffling problems in the organisation of social 
services is whether the appropriate social unit for administrative 
purposes is the individual or the family. If it is the family, there 
is the further awkward question of deciding what constitutes a 
family. In recent years these problems have arisen most acutely 
in connection with the provision of relief during unemployment. 
For the collection of contributions for unemployment insurance, 
the unit is the individual and the rate of contribution is the same 
for all individuals irrespective of their family needs. If a person 
becomes unemployed, he is entitled to benefit without assessment 
of his means, but the benefit allowed varies according to the 
number of his dependants. If his benefit lapses, he is granted 
unemployment assistance only after a strict means test in which 
the incomes of other members of his family are taken into account. 
This test of his means by the Unemployment Assistance Board is 
different in scope and character to those which might be applied 
to him in connection with other state and local authority social 
services. 

Professor Ford does not propose a standard means test for 
general adoption, but his statistical study of the incomes and 
character of 8,000 families provides just the right basis for the 
proper discussion of means tests and their application in the 
administration of social services. Professor Ford begins his book 
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with an interesting chapter headed, “The Family and the Social 
Services.” He takes the view that the growth of social services 
has been “‘ a consequence rather than a cause of the decline of the 
family as a unit of mutual responsibility.” He attributes the 
weakening of “ the unit and authority of the family ”’ to the form 
of modern industrial society in which different members of the 
same family may have occupations unrelated to each other. In 
Chapter II he describes the various methods of applying means 
tests. He shows that differences in these methods are due in part 
to differences in views of what family obligations ought to be. 
He points to the urgent need for the co-ordination and clarification 
of the many kinds of means tests at present applied. The purpose 
of a means test is “‘ to adjust income and needs.”” Professor Ford, 
however, stops short in his discussion when he has shown the 
anomalies between different kinds of means tests. May there also 
be considerable anomalies in the provision of social services 
between cases where means tests, however imperfect, are applied 
and other cases where no attempt at all is made to apply means 
tests ? 

The most interesting part of Professor Ford’s work is Chapter 
III, where he analyses the constitution and incomes of 8,000 
families. The information for these families is drawn from the 
records of the Unemployment Assistance Board and partly from 
what he calls “normal samples” (the term is unfortunate, I 
think)—the social surveys taken before and after the war by 
Professor Bowley, the Southampton Survey (1931) and the new 
London survey (1929-30). Professor Ford shows the variations in 
the sizes of families according to different definitions of families, 
the proportions of earners to non-earners, the proportions of total 
family incomes contributed by the heads of families and by other 
earners. He attempts the difficult measurement of “ responsibili- 
ties’ within each family. He calculates a poverty line for 
families in each area. If a head of a family cannot maintain 
himself and his dependants above this poverty line but other 
earners in the family have themselves incomes above the poverty 
line, then these other earners are deemed to support the head of the 
family ; they have family “ responsibilities.” Thus in nine of the 
areas he takes, “‘ between 40 and 58 per cent. of the heads of 
unemployed families were being aided in this way by members of 
their households.” In his concluding section Professor ‘Ford 
allows himself to enlarge on the social problems arising out of the 
application of means tests and ends with a plea for “ the formula- 
tion of a social code,” but the main value of his book lies in his 
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statistical study of the 8,000 families. It is perhaps a criticism 
of Professor Ford that he does not always present his basic 
data in such a way as to facilitate comparisons with other 
enquiries or to enable other research workers to build upon his 
material, but it is a minor criticism of a most informative little 
book. 
H. Campion 
University of Manchester. 


British Wages Boards: A Study in Industrial Democracy. By 
Dorotuy Seuus. (Washington, D.C.: The Brookings 
Institution. 1939. Pp. xv + 389. $3.) 


To those who are interested in the topic of Wages Boards 
Miss Sells is already known as the author of The British Trade 
Boards System (1923). Her present work covers wider ground, in 
that it takes account of other Wages Boards than the Trade 
Boards, in particular of the Agricultural Wages Committees, and 
brings the history of the Trade Boards down to the present day. 
Her work is a most admirable survey. Miss Sells has not only 
studied the Acts of Parliament by which wage-fixing boards have 
been set up, and such documents as the report of the Cave Com- 
mittee. Itis evident that she has discussed the methods of Trade 
Boards (which are her main topic) with responsible officials, and 
has done all that an observer can do to discover not only how the 
work of the Trade Boards is defined on paper, but also how in fact 
they do their work. She gives a full and interesting account of the 
movement by which the Trade Boards were set up. She is a little 
ungenerous to the Liberal party in describing its setting up of the 
Boards as “ a bid of the Liberal party for the working man’s vote ”’ 
(p. 16), and to earlier reformers when she says that the primary 
object of the social legislation of the nineteenth century “ was to 
protect the few at the top from the ignorance, filth, and disease of 
the masses and to give these workers a chance to help themselves 
through labor organization ”’ (p. 21). But these are perhaps the 
only inaccuracies in her excellent historical introduction. Again, 
with regard to the actual working of the Trade Boards and the 
Agricultural Wages Committees, she answers practically every 
reasonable question to which a reader might expect an answer; 
and in this part of her work I have noticed only two, and those very 
slight, mistakes. She pays high tribute to the spirit of reasonable- 
ness in which the Trade Boards have undertaken their work. She 
examines with care the charge that has sometimes been made 
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against them, that by fixing wages too high they have led to 
unemployment. She takes the December figures of unemploy- 
ment in three typical years of the period 1921-37—1927 (the best 
year), 1932 (the worst year), and 1937 (a normal year), and com- 
pares “the percentage of unemployment in 18 of the most 
important industries where no Trade Board applies, with 18 of the 
trade groups listed in which a Trade Board applies to some part of 
that trade or group of trades,” and finds the average percentages of 
unemployment to work out as follows: in non-Trade Board 
industries 10-9, 24-5, 11-5; in Trade Board industries 6-5, 17-6, 
10-9 (p. 298). She draws the justified conclusion that unemploy- 
ment was at least far more a consequence of general conditions 
than of Trade Board action; and the evidence even suggests that 
Trade Board action has had a moderating influence on unemploy- 
ment. On the other hand, Trade Boards have sometimes been 
criticised from the Trade Union side as having tended to weaken 
Trade Union organisation by offering an alternative way of secur- 
ing wage advances. Miss Sells shows that this criticism is just as 
little justified ; the great fall in Trade Union membership between 
1920 (its best year) and’ 1933 (its worst) is plainly to be attributed 
to much wider causes, causes that have operated all over the 
world. 

Miss Sells has an interesting study of the effect of Trade Board 
action on nominal and on real wages, and several valuable statis- 
tical tables on this subject. Between 1914 and 1937 Trade Board 
rates of real wages for men rose 26 per cent., those for women 37 
per cent., those for agricultural workers 20 per cent., those for 
industry generally 15 per cent. (p. 379). Again, she has some 
interesting tables showing the relation between T.B. minimum 
rates and (a) the human needs level (as stated in Mr. Seebohm 
Rowntree’s book) and (b) the subsistence level (as measured by the 
unemployment benefits due in 1936 to a man, wife, and three 
dependent children, and to an adult woman, respectively). The 
minimum T.B. rates were in 1914 hardly above the subsistence 
level, but now, both for men and for women, approximate much 
more closely to the human needs level (p. 380). 

While Miss Sells is clearly a warm admirer of the Wage Board 
system, I see no evidence that her conclusions have at any point 
been warped by partiality. Her work will become at once the 
standard book on the subject; it will provide its readers not only 
with a mine of information on every aspect of the subject, but also 
with a most generous tribute to what British Trade Boards have 
done to improve wages in what were poorly paid or badly organised 
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trades, and to promote industrial peace, efficiency of management, 
and the education of labour in the art of self-government. 
W. D. Ross 
Oriel College, 
Ozford. 


Management and Labour. By K. G. Ferneton. (London: 
Methuen & Co. 1939. Pp. 276. 5s.) 


Dr. FENELON, who is director of the Department of Industrial 
Administration at the Manchester College of Technology, has 
written this book “in the hope that a survey of present-day 
personnel problems and practice might prove useful to students of 
industrial management and to those engaged in the day-to-day 
administration of industrial enterprises.” His hope should be 
realised. There are some exceedingly useful chapters in which 
information is summarised in a systematic form not hitherto 
attempted. Pre-eminent among these are Chapters XIII and 
XIV, on methods of promoting economic security for employees, 
and methods of securing contacts between management and 
labour in large firms. Faith in the individual responsibility of 
the labourer for his troubles has died hard, and it is only recently 
that the good employer has made provision for his workers’ 
sickness, retirement, and children. The good employer is fast 
becoming a model employer to be copied by the less good, for, as 
Dr. Fenelon says (p. 234), a pension scheme from a firm’s point of 
view has the advantage of reducing labour turnover and maintain- 
ing a greater degree of stability in the composition of the per- 
sonnel. As for the conscious securing of “‘ contacts,” which in- 
clude works committees, profit-sharing, suggestion schemes, 
promotion and staff-grading, and last but not least works and 
staff magazines, Dr. Fenelon rightly sees (p. 254) that the problem 
is “that of providing an efficient substitute for the personal 
contacts and community of interest which are the essence of the 
successful relations that often exist in small-scale industry.” 

Further excellent chapters, picking out the high spots over a 
wide horizon are: 1, The Development of Systematic Methods of 
Management, including a welcome summary of the views of Henri 
Fayol; II, The Organisation of a Business, showing familiarity 
with the pioneer studies of Major Urwick; and VII, Industrial 
Diseases, which is up to date and clearly sets forth (pp. 152-153) 
the tests qualifying diseases for compensation. The chapters 
that are less satisfactory are those where considerable investi- 
gation has already taken place and where it is difficult perhaps to 
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summarise the wealth of statistical findings. Dr. Fenelon some- 
times solves the difficulty by quoting interesting but somewhat 
out-of-the-way cases. Thus in a chapter on working conditions a 
section is devoted to the hour-to-hour work curve, of which 
admirable studies have been made in the last ten years by the 
Industrial Health Research Board. The characteristics of the 
curve are set forth not by a survey of the Board’s findings, but 
by quoting a study of two Italian investigators without giving the 
reader any reference to the source of information. On the whole, 
however, this book is likely to prove informative, interesting and 
stimulating, both to the students and to the busy administrator 
to whom it is addressed. It covers a wide field, for there are 
chapters, besides those mentioned, on absenteeism and turnover, 
industrial welfare (statutory and non-statutory), industrial 
accidents, the organisation of labour, wage-systems, regulation of 
wages by the State and the development of arbitration and con- 
ciliation. 
P. SaRGANT FLORENCE 
The University, 
Birmingham. 


Industrial and Labour Relations in Great Britain. A Symposium 
edited by F. E. Gannett and B. F. CatHerwoop. (New 
York: America’s Future Inc. 1939. Pp. xlv + 364. 
$2.50.) " 

No English economist visiting the United States recently can 
fail to be flattered by the interest that is shown in British industrial 
relations.. Interest is indeed too mild a word. The institutions 
into which these relations have set are being copied by State and 
Federal Governments; and where, as in collective bargaining, 
the procedure has in England grown up voluntarily, it is in 
America being compulsorily enforced. This book is therefore 
timely for the American public; and for the British public in the 
present state of propaganda and counter-propaganda it is good to 
be reminded of achievements a neutral country finds admirable. 

The book is planned as a symposium, to, quote the foreword 
(p. ix.), by getting “ outstanding British leaders of employers and 
employed to give us an impartial, accurate presentation of their 
knowledge and experience.’’ Actually the plan does not run quite 
true to schedule. Perhaps the best contributions are not from 
leaders of either party, but by impartial authorities; for instance, 
Sir Harold Morris’s account of the Industrial Court, Dr. J. J. 
Mallon’s assessment of Trade Boards—particularly their effect 
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on efficiency—and Professor Hilton’s lively sketch of trade unions 
at work, reprinted from the Atlantic Monthly. Indeed, some of 
the leaders’ contributions are far from impartial. An article 
whose title appears in the table of contents as ‘“‘ Profit-sharing and 
Co-partnership in the Motor Industry ” is simply a boost for the 
Nuffield factories—not without unconscious humour. We are 
told (p. 266) that “ it has always been the policy of the Company 
not to provide dwelling-houses for its employees,” partly because 
“‘ when it comes to a man’s dwellin~-house, he should be permitted 
to express his individuality, which is rather difficult when living 
in a house supplied by his employer.” No hint of the speculative 
jerry-builder or pictures of his handiwork spread over Cowley ! 
Pictures of the contributors are, on the other hand, supplied 
rather lavishly and lower, to English eyes, the book’s standard of 
production. 

Besides contributions on Jabour relations in separate industries 
such as Gas, Shoes and Cotton, there are special articles on 
organisations and agencies. The co-operative organisation and 
the Home Office factory department have been omitted, but Miss 
Margaret Bondfield and Miss Dorothy Elliott give an excellent 
though brief account of the work of the Ministry of Labour, and 
Mr. Clynes speaks for the British Labour Party, with some 
vehement criticism of the intransigence of the Miners during the 
General Strike. Mr. L. H. Green gives a clear and most instructive 
account of the work of the Flour-milling Whitley Council in 
resettling men after the drastic rationalisation in 1928. There is 
also a contribution on the British Monetary System. Boiling 
down monetary influences on industry into seventeen pages was 
an impossible task, and a confused impression is left that all is 
now well and (p. 294) “ that the cause of the Business Cycle has 
been diagnosed and that its prevention is not only practical but is 
actively proceeding.” 

These several contributions are introduced by Mr. Frank E. 
Gannet of the Gannet newspapers, and tied together in an opening 
chapter, called a synthesis of the British system, by Professor 
B. F. Catherwood of Ithaca College. This is a very threadbare 
yet confusing chapter. Employers’ associations are classified 
under trade unions (p. 19) and profit-sharing under. voluntary 
labour groups. (p. 21), while the Survey of Industrial Relations, 
one of the reports of the Balfour Committee, is constantly referred 
to as the Balfour Report, when in any case reference to the Final 
Report, with its general recommendations, would have been more 
relevant. In a final chapter a comparison is made of the British 
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and American systems by Mr. John P. Frey, an official of the 
American Federation of Labor, in which an eloquent plea is made 
for English principles and methods of legislation and conciliation. 

Many of the contributions unfortunately go over the same 
ground. The tale of the Whitley Councils is told and re-told 
each time with a naive freshness, while the early struggles of 
trade unions in general are unfolded, both in introducing us to the 
cotton industry and the Transport and General Workers’ Union. 
An index would have shown up these duplications to the editors 
before publication. But, alas! there is no index. 

The value of this work does not lie in any general analysis of 
British industrial and labour relations, but in certain of the 
individual contributions which are stimulating essays on aspects 
of British industrial relations. 

P. SARGANT FLORENCE 
The University, 
Birmingham. 


The New History of the C.W.S. By Percy RepFERN. (London: 
Dent, 1938. Pp. xiv + 624. 7s. 6d.) 


UntTIL the appearance of this volume, Mr. Redfern’s previous 
Story of the C.W.S., published in 1913, was the only account of the 
growth of the Co-operative Wholesale Society. The story has 
now been brought up to date, to celebrate the seventy-fifth 
anniversary of the foundation of the Society, and has been greatly 
enlarged in the process. Indeed, it is difficult to believe that 
anything can have been left out, except criticism; and it would 
perhaps be too much to expect an objective study from an 
enthusiastic servant of the Society who was specially released by 
the directors to write this commemorative volume. 

This is a record rather than a history; but records are 
valuable; and some future historian, able to write more objec- 
tively on this important subject, will have reason to be grateful to 
Mr. Redfern for his commendable industry. 

I confess to feeling a little puzzled by the plan of this work. 
Part I tells the story down to 1913, but for some reason carries it 
back to the eighteenth century. The first chapter gives an 
account of some hitherto unrecorded experiments in co-operative 
production on a small scale, chiefly in the form of flour mills, but 
extending to bakeries and even pure water supply. These are 
interesting in themselves, especially since they came spontaneously 
into being wherever large numbers of workers were brought 
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together, even before the industrial revolution; but they seem to 
have little to do with the subject of the book. There would have 
been much more reason to trace the growth of retail co-operative 
societies in the post-Owenite period, and to give some account of 
the attempts which they made to supply themselves with com- 
modities before the foundation of the C.W.S. It was pre- 
sumably out of the difficulties which they experienced that the 
idea of a Co-operative Wholesale Society was born. 

The early story, down to 1913, occupies only 65 pages, 
since it traverses the ground already covered by the former volume. 
The remainder of the book is devoted to the period immediately 
before the War, the War years, and the post-War period down to 
1929, with a final section on the recent years. Interposed 
between the penultimate and latest periods is a lengthy section 
giving an account of the Society, department by department, 
between the years 1913 and 1938. Throughout this remarkably 
comprehensive collection of details, some trivial, some important, 
it is necessary to separate the wheat from the chaff, but the 
effort is worth while. 

For the main facts of growth, it is easiest to turn to the statis- 
tical appendix. The figures are impressive. Net C.W.S. sales 
increased from £51,857 in 1864 (30 weeks) to £31,371,976 in 1913. 
Progress was unbroken during the War; and after the difficulties 
of the post-War years had been surmounted the advance was again 
continued until, in 1937, the total net sales amounted to 
£107,691,527. Productive works’ supplies increased from 
£7,264,272 in 1913 to £40,994,814 in 1937. In order to make these 
latter figures of real value, it would have been necessary to 
indicate the extent to which there had been double counting of 
productions of one C.W.S. factory used in the further manufactur- 
ing processes of other C.W.S. factories. The figures would also 
have been more illuminating, and incidentally less spectacular, if 
the values of raw materials and partly finished commodities 
produced outside the movement had been subtracted. No light 
is thrown on these matters, either in the text or in the statistical 
appendix. 

The most dramatic and in many ways the most important 
section of this book is that which deals with the War period, and 
particularly the few pages devoted to C.W.S. resistance to the 
panic (and profiteering) rise of prices immediately on the outbreak 
of war. I confess that I find more to stir the imagination in the 
laconic quotation from the C.W.S. Weekly Price List for that fatal 


week than in all the descriptive passages which precede it. Danish 
No. 196.—voL. XLIx. 3E 
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butter was already selling at 144s. The List stated: ‘‘ Our price 
for same will be as per last Friday’s (interim) issue of the List, viz : 
Danish 130s. f.o.b.”. Again, the Crumpsall Works stated: “‘ We 
are not advancing our prices of biscuits and cakes for at least one 
month ”’; and these examples could be multiplied. In all this, the 
C.W.S. acted as a true consumers’ organisation, and undoubtedly 
helped to stem the torrent of advancing prices. Mr. Redfern 
should have given us a careful analysis of C.W.S. prices alongside 
general wholesale prices for this and other periods of rising 
prices. 

After reading this book, and sorting out the facts that are 
important and rélevant, one gains the impression that the tre- 
mendous burst of creative energy which launched the Rochdale 
movement and later the C.W.S. has to some extent spent itself, and 
that both the retail societies and the C.W.S. have become more 
conservative and more imitative in their policy of supply. It is 
strange that Mr. Redfern should regard the increasing number of 
different varieties of the same commodity now produced by the 
C.W.S. as a mark of advance. To some students of co-operation 
this is evidence that the C.W.S. has been driven by outside 
advertising to follow in the wake of innumerable competitors, 
matching whatever they could persuade the consumer to demand. 
This is surely a cause of uneconomical production and a measure of 
the failure to educate the co-operative consumer. 

But when all is said, this book is an account of a great achieve- 
ment, and we should be grateful for both. 

RoBERT PEERS 
University College, 
Nottingham. 


The Economics of Co-operative Marketing. By H. H. Bakken and 
M. A. Scuaars. (New York: McGraw Hill. 1937. Pp. 583. 


24s.) 


A COMPREHENSIVE and at the same time specialised study of 
co-operative marketing is overdue, and no better single field could 
have been chosen than the United States of America, where experi- 
ment has been unusually varied, prolonged and on the whole 
successful. In the words of the authors of T’he Economics of 
Co-operative Marketing, “‘ The purpose of this book is to present a 
comprehensive statement of the basic philosophy, the decisive 
principles and the practical methodology of co-operation. It is 
designed primarily as a college text, not for the sole purpose of 
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arousing intellectual curiosity, but as a valuable source of informa- 
tion for those who may teach the subject or come in contact with 
the broad realities of the movement through actual participation 
as members, directors and employees.” 

The authors have been most successful in dealing with the third 
section of their enquiry. Part III, Legal Consideration of the 
Co-operative Method of Marketing, and Part IV, Functional 
Relationships of Co-operative Organisation, contain an admirable 
exposition of the rich experience of some fifty years of co-operative 
marketing in the United States, with an assessment of the strength 
and weakness of co-operative financial methods, management, 
pooling, contracts and control of production, which no student of 
the movement should overlook. 

Certain statements or omissions may be queried. The 
principle of “closed” or “selected ’’ membership would be 
contested by most co-operators. The indirect nature of member- 
ship control and the relation between farmers’ co-operative and 
professional or political organisations in the United States is not 
analysed, and the effect of state intervention through the Federal 
Farm Board and the Farm Credit Administration might have been 
more critically examined and perhaps more weight assigned to it. 
The “ sales policies ’ of American co-operatives have not, perhaps, 
differed so much as those of other countries from the commercial 
pattern, but a more searching comparison with the standards of 
private trade might have been included. The rigid sales contract 
would appear to be even less in vogue to-day than the authors 
suggest. 

In spite of a rather sketchy attempt to cover the European 
and Australasian co-operative background and the spasmodic 
inclusion of matter referring to consumers’ or purchasing co- 
operatives, the real importance of the book is in its description of 
American co-operative marketing, a description not so much of its 
historic place in American economy as of the problems of the 
individual association or federation. The effort in the earlier 
chapters to provide co-operation with an elaborate historical, 
psychological and philosophical setting is the least satisfactory 
part of the book. It tends to swell the subject unnaturally, 
creating complexity where little exists and discouraging the 
reader from penetrating to the more valuable and original 
material which follows. 

MARGARET DIGBY 
Horace Plunkett Foundation, 
London. 
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The Consumer and the Economic Order. By W. C. Waite and 
R. Cassapy, Jr. (London: McGraw-Hill. 1939. Pp.x+ 
389. 21s.) 
“* Inspection is of some value in the selection of merchandise. 
It is definitely helpful in choosing books and in determining such 
qualities as the odor of perfume, the color of cloth, or the fit of 
garment.”’ Thus Messrs. Waite and Cassady on “ The Problems 
of Purchasing Consumer’s Goods” (p. 304). After inspecting 
this book, it is the decided opinion of the reviewer that it contains 
too many passages, of a somewhat similar nature to the one above, 
which neither add to the reader’s knowledge of the subject nor 
materially assist the development of the argument. This is all the 
more to be regretted because of the clarity and importance of 
most of the theoretical analyses which the authors undertake, and 
because of the relevance and interest of the new facts which they 
present. 

They set out to discuss the problem of consumption under 
three heads: “ The first of these is the status of the consumer in 
the existing economic order.’’ ‘“‘ There is the problem of the 
manner in which goods are chosen, and the economic results of 
these choices.”” “ There is the problem of the relation of human 
welfare to wealth . . . certain problems of social control and 
social betterment are recognised primarily as problems of consump- 
tion, since by such activities more and better goods and services 
may be extended to consumers, or a proscription of harmful 
commodities and services may be effected.” 

These three objectives lead the authors to embark upon what 
is, in effect, a rewriting of the normal economics text-book round 
the central figure of the consumer. In the process they touch 
upon almost every aspect of economic theory and organisation, 
and present a great deal of factual material, concerning especially 
United States legislation and the organisation of retail trading, 
which is of great interest and will be new to the English reader. 
The work commences with a general description of the economic 
order of the U.S.A., thence proceeding to discuss real incomes, 
the effect of changing prices and of altering patterns of consump- 
tion, and the influence of monopoly. The next two chapters, 
perhaps the most interesting in the whole book, deal with “‘ Con- 
sumer Protection.”” One aspect of contemporary legislation in 
the U.S.A. appears to be a rapid and complete abandonment of 
the precept of “ caveat emptor’: the extent to which the final 
consumer is protected by law and by the work of private institu- 
tions against fraud and misrepresentation, within the framework 
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of an economy of little-restricted enterprise, presents a distinct 
challenge to our European legislatures. 

Subsequent chapters deal with the practices of advertisers, 
the psychological basis of consumption habits, and with the 
effects of population changes, the trade cycle, and government 
economic policy, upon consumption. In all these matters the 
grasp of the authors is firm and their conclusions such as the 
majority of their colleagues will not find it difficult to accept. 
To repeat, the only flaw in a work both convincing and informa- 
tive, is the presence of a certain amount of detail which some 
readers might consider irrelevant. 


Ruskin College, 
Oxford. 


H. Smrra 


Competition and Monopoly in Public Utility Industries. By 
B. N. Bentine. (Urbana: University of Illinois Press. 
1938. Pp. 187. $2 paper bound, $2.50 cloth-bound.) 


Mr. Bexwine’s book is a welcome addition to the literature 
on public utilities. His aim is to present a unified account of 
their economic problems from the point of view of the competitive 
and monopolistic forces which underline them. He demonstrates 
the value of such an approach to the economics of public utilities 
by writing what is surely one of the best text-books on the subject. 
It has moreover the great merit that, although it is based on 
American experience, Mr. Behling avoids the detailed consideration 
of American law to be found in many books and which, at least 
for the English student, rather obscures the economic issues. 

His book reflects the prevailing pessimism in the United 
States with regard to the regulation of public utilities. “‘ The 
present agitation for municipal competition, for the introduction 
of laws less favourable to the protection of the monopolised 
industries, and for complete public ownership and operation is 
witness to the imperfections of the regulatory process. Hence, 
it is not surprising that there is developing an insistent demand 
for greater reliance upon competition as a supplement to regula- 
tion, not because it is the preferred method of organisation and 
control for these industries, but because regulation has not been 
equal to the task set before it.” 

His main problem is whether the effects of competition, both 
direct and indirect, are such that regulation can be considered to 
be unnecessary. The treatment of direct competition is along 
the usual lines, although the section on municipal competition 
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misses some important questions. His discussion of indirect 
competition—that is, competition by substitutes—is much more 
interesting. It is commonly agreed that direct competition 
should be avoided. At the same time, the lack of success of 
regulation is recognised. This has led some to the optimistic 
view that indirect competition of itself provides sufficient control. 
Mr. Behling is extremely sceptical of the correctness of this view. 
He argues that the market for public utility services appears so 
competitive only because there is price discrimination. “ Dis- 
criminatory strategy taken into account, what appears to be 
widespread competition is revealed as monopoly in disguise.”’ 
It must be observed that Mr. Behling hardly gives sufficient 
weight in his analysis to the value of competition, both direct 
and indirect, as a stimulus to improvement. 

In considering the failure of regulation, Mr. Behling blames 
the attitude of the state commissions. They have tended “to 
neglect their duties as fact-finding bodies and champions of the 
consumers’ interests and to degenerate into boards of arbitra- 
tion.”” No doubt there is force in what Mr. Behling says, but he 
rather neglects the difficulties of a regulating body. It is one 
thing to suggest in general terms what the aims of regulation 
should be; it is quite another to set out rules for the guidance 
of a commission dealing with individual cases. Even this 
assumes that the aims of regulation are agreed; in fact, of course, 
they are not. In these circumstances, it seems inevitable that 
commissions should continue to act as “‘ boards of arbitration.”’ 

R. H. Coase 
London School of Economics. 


Statistical Technique in Agricultural Research. By D. D. PatEr- 
son. (London: McGraw-Hill Publishing Co., Ltd. 1939. 
Pp. ix + 263. 18s.) 


Economic and agricultural research have alike been character- 
ised by a greatly increased use of statistical methods in recent 
years. Courses in the rudiments of statistics are now included in 
the syllabuses of many agricultural colleges. As the mathe- 
matical equipment of the students is usually slight, considerable 
skill and experience are required in imparting the fundamental 
ideas intelligibly. Mr. Paterson’s book attempts to give a simple 
exposition of these essentials. 

The economist’s interest in the book is likely to lie chiefly in 
discovering which statistical methods have proved useful in 
agricultural research. It must at once be pointed out that the 
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book is entirely concerned with the planning and interpretation 
of the results of field and laboratory experiments, and does not 
attempt to deal with the subject of agricultural economics. 
Experimenters in agricultural research have had to face problems 
which do not arise in the exact sciences, because of the natural 
variability of the material with which they deal. It was fre- 
quently thought that the planning of experiments was the 
business of the experimenter, the statistician’s help being sought 
only in interpreting the results and often only when some mistake 
had been made in the conduct of the experiment. It soon became 
evident, however, that the statistician can do little with the 
results of a badly designed experiment. Thus experimental 
design became a study in itself, to which about a third of the 
present book is devoted. The methods by which the inherent 
variability in field experiments has been brought under control 
form a fascinating story, and Mr. Paterson’s account may be 
recommended for its lucidity. 

An additional feature of field experiments is that results ob- 
tained on one site will not necessarily be repeated on another site 
or in a different year. Consequently a thorough experimental 
programme usually comprises a series of experiments located at 
different centres and repeated over a number of years. Element- 
ary text-books too often concentrate on single experiments alone, 
and it is pleasant to find that Mr. Paterson includes an excellent 
chapter dealing with series of experiments of the same design and 
with experiments on perennial crops. 

The analysis of variance—the technique developed for handling 
the results of field experiments—has proved an extremely powerful 
weapon in agricultural research. It could perhaps also be used 
with profit in summarising the results of many economic surveys, 
or of any set of data which are classified in a number of different 
ways. Field experiments are usually planned so that only the 
simplest application of this method is necessary in interpreting 
the results. Observational data, on the other hand, are seldom in 
such an easily manageable form, but the methods expounded in 
this book have been extended to meet the difficulties, though they 
involve some extra computational labour. 

The remaining methods described—simple and partial cor- 
relation, linear regression and the use of ,? in testing differences 
between fractions—are of such general utility that they probably 
find a place in all elementary courses on statistics. To these 
might be added partial regression, which has proved of great 
service in separating the effects of mutually correlated factors, 
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though Mr. Paterson, unfortunately in my opinion, omits this as 
being beyond the scope of the book. 

The book is written in a clear and simple manner throughout 
and can be read with little effort. Numerous examples are worked 
in detail to illustrate the computations required in the statistical 
analyses. There are occasional erroneous statements on theore- 
tical points, but these are perhaps to be condoned, as the author 
is himself primarily an agriculturalist. 

W. G. Cocuran 
Rothamsted Experimental Station. 


Tanker Freight Rates and Tankship Building. By T. Koopmans. 
(Haarlem: De Erven F. Bohn; London: P. S. King. 
1939. Pp. xii + 219. F.2.) 


Tuts book deserves to be called a classic in applied economics ; 
not so much because it introduces many new ideas, as because 
of the mature perfection with which the author handles such 
elements of economic and statistical technique as we do already 
possess. 

The central part of the book is concerned with an analysis 
of the equilibrium of the tanker freight market in the short period. 
An interesting discussion of the demand side of the freight market 
yields the conclusion that demand is competitive in normal times, 
in spite of the fact that a great proportion of total demand 
originates from a few large oil companies. The oil companies 
do not exploit their monopsony position, because low freight 
rates would help their independent competitiors more than it 
would benefit the oil companies, which cover a large part of their 
transportation requirements with their own fleets. 

Convincing reasons are given why the short-period elasticity 
of demand for tankers’ transportation service is small—smaller 
than 0-3, Dr. Koopmans estimates. During deep depressions 
the elasticity of demand approaches zero over a fairly wide range 
of rates. Demand becomes entirely an external influence, 
price determining, but not price determined. A detailed statistical 
analysis of the demand conditions of the tanker freight market 
would involve a systematic analysis of supply and demand 
conditions of the oil market, it would involve an analysis of the 
policy of the oil companies—in short, it would lead altogether too 
far. 

It is in treating the supply curve of transportation service 
that Dr. Koopmans shows himself a master of that rare and pre- 
cious art, the art of asking relevant questions which the statistical 
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material can reasonably be expected to answer. His clear state- 
ment of the assumptions underlying the construction of supply 
curves should satisfy the most exacting critic of the application 
of statistical methods to economics. Supply, Dr. Koopmans 
shows, has two “degrees of freedom.” First, the number of 
tankers in employment may change; secondly, the degree of 
utilisation of a given number of tankers inemployment may change. 
The second method of increasing supply is of limited scope and is 
practised mainly during boom periods. The elasticity of supply 
once all tankers are employed is very small. Dr. Koopmans’ 
estimate is between 0-02 and 0-22. Hence at the height of the 
boom both supply and demand are very inelastic, which accounts 
for the violent short-period fluctuations in freight rates which 
are frequently observed. However, short periods of strong 
fluctuations alternate with fairly long periods of stable freight 
rates at a low level. Such a period were the years 1930-34. The 
stability of freights at a depression level is accounted for by a very 
elastic supply curve. Freight rates correspond to the level where 
the marginal tanker-owner is indifferent to the alternatives of 
operating his tanker and earning current rates, or laying up his 
tanker, paying the lay-up charges and saving the operating costs. 
The reason for the large elasticity of supply is therefore to be 
sought in the fact that there is not very much dispersion in the 
operating costs of tankers. It is a pity Dr. Koopmans could not 
test his theory by obtaining direct information as to the level of 
operating costs from a sufficiently large number of tanker-owners. 
But business secrecy probably made this course impossible. As 
it is Dr. Koopmans has to rely entirely on the analysis of time 
series for purposes of verification. It appears from this analysis 
that the “lay-up points” of two-thirds of the independent 
Norwegian tanker-owners are confined within a very narrow range 
of freight rates, so that within this range the elasticity of supply 
is very large. Therefore, once the industry settles down to a 
depression level, rates become almost independent of the amount 
of transportation supplied. As the elasticity of demand 
approaches zero within that range of rates, it can be said with a 
fair degree of approximation that the amount of transportation 
is determined by the position of the demand curve, whereas the 
freight rate depends on shifts in cost conditions—.e., mainly the 
price of fuel, technological changes, wages and the price of 
provisions. 

An ingenious and simple analysis of shifts in supply and demand 
curves yields the conclusion that whereas during the years 1921- 
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30 shifts in demand were important in determining short-period 
fluctuations in freight rates, shifts in supply were more important 
in determining the level round which rates fluctuated. 

The last part of the book deals with the relation between 
freight rates and tankship building. Dr. Koopmans indicates 
how Professor Tinbergen’s theory of the ‘ Schiffsbauzyklus ” 
must be modified to take account of the non-linearity of the supply 
curve for transportation service. One of the most important 
resulting modifications of Tinbergen’s theory is that the period 
during which freight rates are above “ normal ’’ may be shorter 
than the periods where freight rates are below “‘ normal.” Long- 
period forces determine whether the very elastic part of the 
supply curve is reached during the slump and the very inelastic 
part during the boom. It would appear that a large part of the 
theory of the connections between trend and trade cycle could be 
written round this fact. Perhaps Dr. Koopmans will give us this 
theory in another book. Nobody could be better qualified to 


write it than he. 
E. RoTHBARTH 


Cambridge. 


British Shipping. By R.H.THornton. (Cambridge University 
Press, 1939. Pp. 304. 7s. 6d.) 


Mr. THORNTON has happily disproved his own opinion that 
a working man should not write a book. His description of 
British shipping gains very much from being written by one with 
intimate daily knowledge of the running of a great line, and a 
deal of misconception in economic matters would be avoided if 
more economic writing had so practical a background. For, per- 
haps more than any other, the business of shipowning admits of 
no other occupation. As Mr. Thornton says, ‘“ Engineers, 
economists, politicians, financiers and merchants have all at 
different times fallen victim to the fallacy that the operation of 
a shipping line is no more than the investment of so much spare 
capital in a business that will thereafter proceed to run itself. 
And even though a man may start with a solid grounding in the 
business of shipowning, his subsequent career will reflect in- 
exorably the extent to which he permits himself later to abandon 
the incessant if not daily contacts with the ships themselves, 
the men who man them and the people whose goods they carry.” 

There is not much theory about running a liner company, 
but there is an accumulated wealth of practice and precedent, of 
warnings of failure and of beacons to success. Mr. Thornton has 
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touched on many of them, and his historical introduction is a 
model of concise exposition which other economic historians could 
well follow. But while he often contrasts the liner and the tramp, 
he might have given much pleasure to economists by enlarging 
upon the theory behind tramp ship-owning. For this business 
provides, in spite of the intervention of the exchequers of nearly 
every maritime nation, an example of the operation of the laws 
of supply and demand and of the marginal theory such as Marshall 
himself could hardly have wished to better. 

Liners compete in service, tramps in price. Liner freights are 
regulated by Conferences and remain relatively stable, for excel- 
lent reasons, as Mr. Thornton clearly shows, but tramp freights 
vary daily, even hourly, on the Baltic and other exchanges, and 
their ultimate world level is determined by the minimum neces- 
sary to keep at sea the least efficient ship for which there is 
cargo available. Subsidies play their part, but they are merely 
an artificial addition to an efficiency that is measured by the true 
costs of ship operating. Freight regulation schemes do little 
more than smooth out the curve and prevent a temporary glut 
of tonnage from being too violently reflected in the price for its 
services at a particular place and time. Mr. Thornton shows 
pretty clearly what is necessary for success in the liner trade, and 
that it is not easy to attain. There are two maxims for success 
as a tramp-owner : first run your ship so that she will as often as 
possible be in a part of the world where there are for the moment 
large quantities of cargo to be moved and few ships to carry it; 
and second, run her more economically (which is not necessarily 
the same as more cheaply) than anyone else can run a ship of the 
same kind. Easily said, but far harder to do, and requiring more 
foresight than Mr. Thornton might lead his reader to suppose. 

It would have been interesting also to the economist to hear 
more of the fact that outward tramp freights are lower than home- 
ward ones—presumably because Western Europe tends to import 
bulk cargoes of food-stuffs and raw materials and, except for coal, 
exports mainly manufactured goods which are liner cargo—and 
of its effect on our coal exports. Marine insurance, too, with its 
singular complexities—none but a lunatic would set out to devise 
the existing system—remains a magnificent example of the 
triumph of tradition over common sense, and if only as a curiosity 
deserves more mention than it gets. But Lloyd’s is perhaps an 
English institution destined to receive a volume in this excellent 
series all to itself. 

This book is well produced and the illustrations do really 
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illustrate. There are enough figures, but not too many (those 
of loss of life on p. 105 should be per million tons and not per ton), 
enough lightness of touch, but no flippancy, and through it all 
runs a respect for the sea and pride in its service, whether afloat 
or ashore. It is not just by historical or geographical accident 


that we are a great maritime nation. 
W. L. Runcman 


London. 


Land Utilization in Australia. By S. M. Wapuam and G. L. 
Woop. (Melbourne University Press in association with 
Oxford University Press, 1939. Pp. xix + 360. 2ls.) 

Australian Trade Policy. A Book of Documents 1932-1937. By 
D. B. Coptanp and C. V. Janzs. (Australia: Angus & 
Robertson Limited, 1937. Pp. xxv + 454. 10s. 6d.) 


Boru these works, the one a treatise (1939) and the other a 
book of documents (1937), issue from the University of Melbourne. 
The treatise is sufficiently recent to refer to the documents in an 
arresting sentence: “‘ The whole anatomy of inter-Empire trade 
is once more upon the dissecting table ” (p. 345); indeed, it is so 
up-to-date that its Forestry chapter takes account of the disastrous 
fires which occurred in Victoria in January 1939. But it is con- 
venient to take the treatise first, because it supplies a perfect 
background to the documents, in so far as they are concerned with 
the outlook of primary producers and the allied problem of land 
settlement. 

In a few paragraphs it is not easy to indicate how very good 
the treatise is. The two authors have indeed, in the words which 
both books apply to the producing pioneer, “ capitalised sweat.”’ 
The style is as excellent as the matter, being distinguished by 
scientific clarity, vivid metaphor and arresting phrase. Their 
concern is with “the trinity ” of controls formed by “ seasons, 
soils and sales.” Great continents like Australia and North 
America have such heavy problems of transport that they suffer 
from “‘ geographical elephantiasis.’”” Cold countries have their 
“optimum ‘sumptuary.’” “Thick clothing may come to be 
regarded as many now regard the heating of houses by burning 
wood on open hearths. The wearing of thick underclothing by 
both men and women is becoming as out-moded as the open- 
hearth fire. An increasing proportion of the world’s population 
works and lives in buildings, or travels in vehicles, where tem- 
perature and humidity can be controlled ” (pp. 150-151). 
Nowhere have I read sentences which make technical thought 
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so clear to the lay mind: for example, the paragraph on p. 340, 
which explains Kuczynski’s motherhood potential, and the note 
on p. 274 concerning nitrogen-fixing bacteria and wheat soils. 
Every few pages the text is illumined by figures and plates of 
expert workmanship. One only, namely the figure on p. 294, is 
defective because over-reduced. Incidentally, one would have 
been grateful if the Soil Map on p. 55 could have been laid in 
transparent paper over the coloured Vegetation Map on pp. 
70-71. For so solid a work the Index is too slender. Thus there 
are no citations of Kidman and Population. There is one refer- 
ence to Prickly Pear, p. 57, but the interesting episode of its 
control is given on p. 100. 

Like Oliver Twist, when one has tasted something appetising, 
one asks for more. One would like a companion volume in 
biographic vein entitled (after R. E. Prothero) Progress and 
Pioneers of Australian Farming: which, beginning with John 
MacArthur, the father of Australian wool, would take us through 
William Farrar, the Biffen of the Commonwealth, and the Chaffey 
Brothers, the irrigation engineers from California, to Sir Sidney 
Kidman, the Cattle King, and R. J. Tillyard, the begetter of 
Cactoblastis cactorum, the beneficent insect which eats up Prickly 
Pear. Many of us here in England would read it in one breathless 
sitting. 

In detail the treatise falls into three parts: (i) a background 
of history and climate, the history being real history which 
informs and is informed by the present: (ii) the main part in 
length, a study of primary production by commodities, with wool 
in the rightful place of seniority: (iii) concluding chapters of 
economic analysis, which relate production to land settlement, 
population and fiscal policy. In this last part occurs a pregnant 
paragraph which might well be reproduced on the jacket. 


“Land utilization in Australia has, moreover, taken 
additional significance since colonies and access to raw 
materials have become critical international questions. 
Recent pronouncements in Great Britain and elsewhere 
regarding the capacity of Australia to absorb population 
have condemned the policy of the Commonwealth in severe 
terms. The people responsible for these statements have 
usually been distinguished by a total ignorance of the local 
conditions, if not by a perverse unwillingness to investigate 
the facts. The wide publicity given to irresponsible state- 
ments, compared with the restricted circulation of scientific 
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studies, is a constant source of embarrassment. The fact 
that large areas remain relatively empty, not because of 
obstructive national policies, but because exploitation of the 
great bulk of the area is too expensive in human effort and 
capital, is disregarded. That rainfall is deficient and soils 
poor over wide areas, and that the governmental hindrances 
to intensive land utilization are relatively insignificant, 
compared with natural restrictions, are facts that seem 
incomprehensible to many critics ”’ (p. 332). 


The student of Marshall’s Principles will re-read the statement 
upon Joint Supply (Principles, p. 389 et seg.) by the side of the 
treatise, pp. 101-106, and of the diagram of sheep flow, p. 104. 
Marshall considers under Joint Supply the ascertainment of cost 
for one of the conjoined products when by incurring expense its 
amount can be altered, and gives as an example the deflection of 
sheep from the wool to the mutton type by judicious breeding. 
Professors Wadham and Wood bring this into the reality of estate 
management, and show how the farming and marketing economy 
of the pastoral industry can be modified by policy, by keeping 
more ewes for lambs and more wethers for wool, by re-organising 
the sheep flow and using in different proportions the range 
country, the wheat zone (which carries one-quarter of Australia’s 
sheep), and the well-watered land, which is suitable for fattening 
mutton and lamb. Equally relevant to theory are the final 
discussion in Chapter 15 on extension versus intensification of 
agriculture, and the numerous references to the advantage of the 
large unit in Australian agriculture, with the significant exceptions 
of sugar and cotton. 

The documents are introduced by the Senior Editor, Professor 
D. B. Copland, who himself contributes items under the initials 
D. B. C. The central thread running through them is the per- 
formance of the Tariff Board in the face of much criticism and 
some support. “On the whole the position of the Board, at the 
time of writing, after five years of acute controversy on tariff 
policy, is stronger than it was when the Ottawa Agreements were 
made. This is no mean achievement in a democracy impatient 
of restraints ”’ (Introduction, p. xvii). The documents are divided 
into five groups: Exchange Primage and the Tariff : Controversy 
over Ottawa: ‘Trade Negotiations and Agreements: Trade 
Diversion: Tariff Making in Practice. In documents 70 and 71 
the Editors display a pleasing sense of humour; for the retort of 
the Bulletin to the Memorandum of the Professors on Ottawa 
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and International Peace (April 1937) recalls the fate which befell 
the pronouncement of English economists in the early days of 
Joseph Chamberlain’s tariff reform campaign. 

The Editors introduce pastoralists as well as agriculturalists, 
foreign countries as well as British countries, Great Britain as well 
as Australia, into the arena. One is prepared for the out and out 
protectionism of Australian industrialists, but it is of interest to 
be confronted in black and white with the cynical sectionalism of 
Australian labour. In general the sanest critics are the pas- 
toralists, whose axe is so big that it cannot be ground, the bankers 
who serve all occupations, and the economists who have the good 
fortune to live in a country where economists occasionally are 
heeded. One is, however, sorry that Professor Giblin’s lecture for 
convenience of‘arrangement is split, and then only given in part. 
For Australian economists trace the incidence of protective tariffs 
with a confidence which, if it could be confirmed, deserves in- 
corporation in the accepted body of economic theory. But to 


determine this we require the lecture in toto. 
C. R. Fay 
Cambridge. 


Agrarian China: Selected Source Material from Chinese Authors. 
Compiled by the Institute of Pacific Relations, with an 
Introduction by R. H. Tawney. (London: Allen and 
Unwin. 1939. Pp. 258. 10s. 6d.) 


Tus collection of articles, most of which are translations 
from recent issues of Chinese periodicals, forms part of the 
Institute of Pacific Relations’ plan of research into land, popula- 
tion and agricultural problems and into rural standards of life in 
Pacific countries, and of its efforts to make available to Western 
students the results of new research by Chinese scholars. Pro- 
fessor Tawney’s introduction calls attention to the urgent need 
for a better understanding in the West of the economic founda- 
tions of Chinese civilisation, and to the deplorable effects of the 
vicious system of land-tenures, prevalence of indebtedness, and 
spread of modernisation unaccompanied by protection of the 
peasant against exploitation and “squeeze.” He rightly empha- 
sises the fact that China’s future depends upon the peasant, so 
that “‘the promotion of rural progress will remain the most 
urgent of the domestic tasks which will face Chinese statesmen 
when peace is restored.” 

The volume makes depressing reading. One had hoped that 
the reforms, of which so much was heard before the present 
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Sino-Japanese conflict developed, would have begun to bear 
fruit—for instance in the spheres of land-tenure, co-operative 
and rural development—at least to the extent of giving the 
peasantry something to hope and work for when peace is restored. 
But the picture here painted points to the almost universal 
prevalence of inefficiency, maladministration and corruption. 
Most of the proclaimed reforms seem either not to have been put 
into practice at all, or to have been hopelessly distorted in their 
realisation—owing largely to the complete lack on the one hand 
of trained and honest administrators, and on the other hand of 
co-operation from the more prosperous classes. The net result 
of the excellent intentions of the Chinese Government seems to 
have been that previous deficiencies and defects have even been 
aggravated. For instance, the concentration of land ownership, 
prevalence of tenancy and burden of indebtedness have actually 
tended to increase. The tale is one of the depressing failure of 
efforts at reform, and of increasing exploitation and corruption 
on the part of landlords, middlemen and officials alike. 

The Western reader is at first even led to wonder, against his 
will, whether the advent of Japanese rule, which in Japan has 
at least been efficient, could greatly worsen the material position 
of the peasants. But a clear answer is given by the sections 
relating to conditions in Northern China and Manchuria. These 
show that the Japanese have accomplished what might have 
been thought to be impossible. In these areas not only have 
oppression, exploitation and corruption increased, but even the 
area under cultivation and gross output of crops have been 
substantially reduced. 

The editing of the articles here reproduced has been excel- 
lently done. Each forms a pertinent and informative contribu- 
tion. But the Western reader would greatly have welcomed some 
additional, more general, editing. Why, for instance, is there no 
map to show the location of districts many of which are described 
in great detail? It would also have been extremely helpful if an 
account had been given of the various inquiries to which reference 
is made, and of the reliability and representative nature of the 
statistics quoted. Within what margin of error is it possible to 
generalise upon the basis of the available data? The reader is left 
in great doubt, especially as—by hypothesis—he is unable to refer 
to the original sources. A bibliography of sources in the English 
language is the very least that should have been provided. 

VERA ANSTEY 


London School of Economics, 
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NOTES AND MEMORANDA 
OrFiciaL Papers: Tue League or Nations 
World Economic Survey. Highth Year, 1938-39. (Geneva: 
League of Nations, 1939. Pp. 247. 6s.) 

THE appearance in time of war of the eighth volume of this 
admirable survey is an apt reminder of the debt which we owe its 
authors. Mr. Loveday and his distinguished assistants remove the 
last vestige of excuse for being ill-informed about the main 
directions of the trends surveyed by their incomparable statistical 
service. At the same time they provide the harassed teacher in 
search of easy ways to describe the world at large and to illustrate 
the application of theory with the ideal textbook for his students— 
a textbook which is brought up to date every year. Long may it 
survive the shocks and distractions of war. 

The survey for 1937-38 was devoted to an analysis of the 
decline in business activity which took place during that period. 
The present volume, which, like its predecessors, comes from 
the pen of Mr. J. E. Meade, describes the change of trend which 
developed from the middle of 1938 until the summer of the present 
year. Two leading features characterise the broad movement of 
affairs during this period : the increase of public expenditure in 
Europe and the partial recovery of America. The effects of the 
former have been obvious and, as yet, present no special point 
of interest. But the recovery in America is more difficult to get 
into proper perspective : and, even with the aid of the Survey, 
it is not easy to gauge the relative importance of the different 
causes operative. Mr. Meade emphasises the reversal of monetary 
policy and the renewal of public expenditure; but he also brings 
out the importance of the recovery of building and the increase of 
political confidence. Perhaps it is just because recovery was by 
no means complete that the importance of these different in- 
fluences is so very difficult to gauge. It is interesting to note 
that Mr. Meade does not subscribe to the new fashionable view that 
subnormality of business conditions in the U.S.A. is to be attri- 
buted to lack of openings for investment. “‘ There were probably 
. . . large openings,” he says, “. . . The most important factor 
which held back the recovery of public enterprise was probably 
the continued sense of uncertainty.” 

The shadow of war and the policies of economic nationalism 
show themselves in many ways other than the main movement 
of employment; they form, as it were, the continual leit-motiv 
of Mr. Meade’s different chapters. The rush for liquidity at the 
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time of Munich, the movement of gold to the U.S.A., the tendency 
of national expenditure to increase faster than national income 
are all brought out with great clarity. Inachapter on commercial 
policy an account is given of the recent tendencies of totalitarian 
bargaining. It is reassuring to note that ‘“ over 70 per cent. of 
the world’s trade is still carried on by countries operating on a 
predominantly open and competitive basis.”” Even more interest- 
ing is the discovery that despite the much-vaunted superiority 
of totalitarian methods, in 1938 the quantum of exports for 
Germany, the U.S.A. and the United Kingdom, on a base of 
1932 = 100, was as follows: Germany, 116; United Kingdom, 
117; U.S.A., 152. 

In a chapter which stands somewhat apart from the rest of 
the book, Mr. Meade gives a conspectus of the population trends 
of leading countries. This may be especially recommended. 
In a series of illuminating graphs the main facts regarding pro- 
spective changes are concisely set forth, and the probable effects 
of the changes thus foreshadowed are then carefully analysed. 
Mr. Meade states clearly the dangers of a narrowing of investment 
opportunities and a diminution of labour mobility, but he does not 
overstress his points, and it is really refreshing at the end of the 
whole discussion to be warned that “ in assessing the importance 
of the economic effects of the ageing of a population, it must be 
remembered that many countries have already experienced a 
marked shift in the age composition of their population without 
experiencing any catastrophic effects.” 

LionEL ROBBINS 


London School of Economics. 
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Bowen, N. A. 
Bridger-Sage, N. D. 
Brown, H. P. 
Cain, F. T. 
Carroll, C. 
Carter, P. D. 
Chakrabarty, P. C. 
Chek, Fang Tsu. 
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Evans, R. D. R. 
Fenoaltea, Dr. S. 
Flack, E. B. W. 
Fletcher, E. 
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Fuller, K. G. 
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Johnson, P. N. 
Johnstone, G. D. 
Jones, I. G. 
Kiss, Dr. F. I. 
Knight, T. H. 
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Lange, C. 
Lavingia, K. J. 
Lewis, B. J. F. 
Lindergren, B. M. 
Lumsden, G. T. 
Mahmoud, A. F. 
Mahomed, S. 
Maitin, L. P. 
Malkani, Prof. H. C. 
Metcalf, H. 
Michener, D. W. 
Middleton, A. S. 
Milton, A. H. 
Mombert, Dr. F. 
Naylon, K. R. 
Nicholson, K. 
Nott, J. J. 
Parfitt, S. 
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Prasad, J. 
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Saunders, R. 
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Shannon, J. 
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Smith, B. B. 
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College of Mines and Metallurgy, El-Paso, Texas. 

Council on Foreign Relations, New York City. 

Economic Research Institute, The Jewish Agency for 
Palestine, Tel-Aviv. 

Export Credits Guarantee Department, London. 

Grand Rapids Public Library, Michigan. 

Instituto Nacional de Prevision y Reformas Sociales, Habana, 
Cuba. 

Research Department, Scudder, Stevens & Clark, Boston, 
U.S.A. 

Secretaria de Hacienda y Credito Publico, Mexico, D.F. 

Seton Hall College Library, South Orange, New Jersey, 
U.S.A. 

Sul Ross State Teachers College Library, Alpine, Texas. 





A COMPLETE list of members of the Royal Economic Society 
with their addresses, corrected up to August 1939, has at last 
been completed, and is circulated to members together with this 
issue of the JouRNAL. Additional copies can be obtained at a 
cost of 2s. 6d. Ten years have passed since this list was last 
issued to members, and its size is an indication of the great 
accession of strength which the Society has received during that 
period. 





IMMEDIATELY upon the outbreak of war, the London and 
Cambridge Economic Service was required, at very short notice, 
to vacate its premises at the London School of Economics, and 
had no option but to suspend publication during the last quarter 
of this year. For this reason the usual quarterly memorandum 
cannot be circulated to members of the Royal Economic Society 
with this issue of the JournaL. The office of the Service has, 
however, now been established in premises in Cambridge, and 
arrangements are being made for resuming publication. Despite 
the reduction in the number of statistical sources now available, 
the Committee believe that they can continue to supply a useful 
and convenient service. This will, however, necessarily take a 
somewhat different form from that rendered in peace time. 
It is hoped that it will be possible to circulate the first war-time 
Quarterly Bulletin, together with the next issue of Economic 
History, in February next. 
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Memsers of the Society will be glad to learn that twenty- 
eight governments have declared that they wish the International 
Labour Office to try to function as completely as possible during 
the war. In February 1939 the Governing Body had unanimously 
decided that, even in the event of the outbreak of war, the 
Office would endeavour by every means in its power to maintain 
such measure of its activities as circumstances might render 
possible. The Emergency Committee, to which the Governing 
Body of the International Labour Office has delegated its powers, 
has taken measures accordingly. Mr. John G. Wynant, Director 
of the I.L.0., duly convened a Second Labour Conference of 
American States at Havana in November, as previously arranged. 





British Association, Section F. So far as programme and 
surroundings were concerned, the meeting of Section F. at Dundee 
had seemed likely to be one of the best of recent years. The 
Section was most comfortably housed in the Dundee School of 
Economics, which provided ample facilities for Members and 
Officers. Despite the ominous signs of approaching war, the 
Section managed to get a certain amount of work done. A 
town planner, Dr. Thomas Adams, and an economist, Mr. Wensley, 
discussed, from different points of view, the problem of Urban 
Concentration and the Location of Industry. Mr. Collier, Mr. 
Cairncross and Lord Nigel Douglas-Hamilton read papers on 
various Scottish problems. Mr. Gilbert and Mr. Wilson intro- 
duced discussions on Investment Trusts and on Imports and 
Exports in the Trade Cycle. But by this time Poland had been 
invaded, and the discontinuance of the meeting became imperative, 
unfortunately before Professor Meredith had the opportunity to 
read his Presidential Address, printed in the last issue of the 
Economic JournaL. A full summary of the papers which were 
to have been read will be found in the Journal of the Association. 





Association of University Teachers of Economics. In conse- 
quence of the war it will not be possible to hold the Annual 
Conference in Manchester, as previously announced. Plans 
have, however, been made for the Conference to meet from Jan. 5-8 
at Christ Church, Oxford, and a detailed announcement should 
have reached all members of the A.U.T.E. by the time this 
notice appears. Any further enquiries should be addressed 
to the Hon. Secretary, Mr. Stanley Parris, University College, 
Cardiff. 
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An unusual number of misprints appeared in the September 
issue of the Economic JouRNAL, which went to press under the 
shadow of the outbreak of war. Mr. Ian Bowen (despite his 
own proof-reading) was made a member of All Saints’ College, 
Oxford, rather than of All Souls College (p. 538). The Obituary of 
Professor E. R. A. Seligman contained a number of minor errors. 
P. 579, 1. 23, should read “‘ The Reaction in (not on) Political 
Economy.” P. 585, footnote, for p. 4584 read p. 458. P. 589, 
9 lines from bottom, “Some Neglected British Economists,” 
read 1903 for 1935, and add to the list of Reviews 1938, Steuer- 
politische Ideale. Vergleichende studien zur Geschichte der dkono- 
mischen und politischen Ideen und thres Wirkens in der Offent- 
lichen Meinung 1600-1935. By Karl Mann. (Review.) 
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Journal of the Royal Statistical Society. 


Part III, 1939. The Social Distribution of University Education : Mason 
GREENWOOD. Discussion on Juvenile Delinquency: E. C. RHopEs. 


Transactions of the Manchester Statistical Society. 


SEssIon 1938-39. Wage Rates and Earnings in Cotton Weaving: E. M. 
Gray. The Analysis of Costs of Retail Distribution: A. PLantT and 
R. F. Fowrer. The Inflexibility of the Price System: H. W. SINGER. 
Central Banks and the State: P.B.WHaAtE. Modern Population Trends : 
R. F. Harrop. The Time-Rate of Money Payment in Great Britain : 
G. L. 8. SHackte. Production Trends in the United Kingdom: E. 
Devons. Employment in the United Kingdom since 1927: D. G. 
CHAMPERNOWNE. Trends in Internal Migration: A. G. CAIRNCROSS. 
The Mechanics of Market Supply in Agriculture: M. G. KENDALL. 


The Manchester School. 


Vou. X. No. 1. Modern Population Trends: R. F. Harrop. Mr. 
Hawtrey on Bank Rate and the Long-Term Rate of Interest : J. R. Hicks. 
Central Banks and the State: P. B. Wuate. The ‘“‘ Out of Work” 
Enquiry of 1931: E. Brew. Production Trends in the United Kingdom : 
E. Devons. Under-Employment in Cotton Weaving: E. M. Gray. 

Vou. X. No. 2. The Population Scare: J. Jewkes. Control of Market 
Supplies of Agricultural Produce: M. G. Kenpaty. The Fixing of 
Retail Milk Prices: P. T. Bauer. Interest and Bank Rate: R. G. 
Hawtrey. A Reply: J. R. Hicks. A Rejoinder: R. G. HAwTrREyY. 
The British Tramway Industry: J. F. SteemMan. Rights and Duties of 
Science: M. Potanyt. 

Eugenics Review. 
Juty, 1939. Maternity and Child Welfare Work: C. P. Buacker. Length 


of Life of ‘‘ Men of Distinction” : Marsory Atsatr. Some Problems 
of Population: A. M. Carr-SaunDERS. Havelock Ellis, 1859-1939. 


The Banker. 


SEPTEMBER, 1939. Pricing versus Rationing: F. A. v. HayveK. Bank 
Profits and Gilt-edged Values : W. MannineG Dacey. 

OcToBER, 1939. Neutral Credits to Germany: P. Ernzic. Economic 
Policy in Wartime: Economist. The Economy of Capital: F. A. v. 


HAYEK. 
NOvEMBER, 1939. Howitt Should notbe Done: P. Ertnzia. War Finance ; 


Lessons of 1914-18 : W. T. C. Kina. 
Lloyds Bank Monthly Review. 


Avueust, 1939. The Export Problem: R. GLENDAY. 
SEPTEMBER, 1939. The Export Problem; a reply to Mr. Glenday: 


L. RoBBINs. 





Midland Bank Monthly Review. 
AvuGusT-SEPTEMBER, 1939. Quarterly Graphical Survey No. XLII. 


Westminster Bank Review. 
Avaust, 1939. New Trends in Economic Life. This periodical has been 
temporarily suspended. 
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Planning. 
No. 153. The Home Front. 
No. 154. European Order and World Order. 


Fabian Quarterly. 


No. 23. The Progress of Government Control: MArGaRET Cote. Peace 
Aims: W. ArNnowtp-Foster. The Russian Enigma: R. McKinnon 
Woop. 

International Labour Review. 


AvucustT, 1939. The Extension of Collective Agreements to cover Entire 
Trades and Industries: L. HamMBuRGER. Seasonal Emigration from 
Poland to Germany and Latvia: L. Lanpav. Agricultural Development 
and Indigenous Labour in the French Colonies of Tropical Africa: J. 
Goupat. Hours of Work in the United States. Co-operative Societies 
throughout the World. 

SEPTEMBER, 1939. Women in Industrial Welfare Work : Luis—E FRANKEN- 
STEIN. Workers’ Education in Canada: S. M. Eastman. Social 
Insurance in the Netherlands. Labour Problems in the Belgian Congo. 
Co-operative Societies throughout the World. 

OcroBER, 1939. The International Labour Organisation in Time of War : 
J. G. Wynant. The Twenty-fifth Session of the International Labour 
Conference. Industrial Transformation in Japan, 1929-1936: Y. 
Kamil. 

NoveMBER, 1939. Labour Problems in Time of War. The Adminis- 
tration of the Fair Labor Standards Act in the United States: E. F. 
ANDREWS. Regulation of Employment during the War. Military 
Service and Contracts of Employment. Wartime Measures Affecting 
Hours of Work. Allowances for Families of Mobilised Men. Factory 
Inspection in Bengal. Forestry Workers in Northern Sweden. 


The Canadian Journal of Economics and Political Science. 


Aveust, 1939. Canadian Problems of Government: J. W. Daroer. 
Economic Activity of the State in the British Dominions: A. BrapDy. 
The Prairie Farm Rehabilitation Programme: A. Stewart. The 
Recent History of Professionalism: T. H. Marswaty. Interrelated 
Problems of the Expanding Metropolis: R. E. L. Faris. Sociology and 
Canadian Social History: 8. D. Crank. Family Budgets and the So- 
called Multiplier: J. MarscHaK. The Distribution of Outlay and the 
** Multiplier” in the British Dominions: A. F. W. Piumptre. The 
Effects on Canada of Industrial Fluctuations in the United States: R. B. 
Bryce. Some Aspects of Currency Depreciation: J. S. ALLELy. 
Political Theories and Conventions: F.C. Cronkite. Judicial Control 
over Administrative Action: J. P. HUMPHREY. 


The South African Journal of Economics. 


JUNE, 1939. The Future of Gold Reconsidered: J. N. REEDMAN. Some 
Reflections on the Financial Policy of Certain Municipalities towards the 
Natives within their Boundaries: R. J. RANDALL. Autarchy in German 
Agriculture: 8. D. Neumark. Industrial Research ; Its Organisation 
in Great Britain and the Possible Application of Similar Methods to South 
Africa: 8. G. SHurrtEwortTH. Some Observations on the Rhodesia- 
Nyasaland Royal Commission Report : S. H. FRANKEL. 


The Indian Journal of Economics. 


JULY, 1939. A Scheme for Local Self-Government in Rural Areas: K.N. 
Katsu. Mobility and Social Deviation: R.K.MuxKersEr. The Need 
for the Development of Research Work in Agricultural Economics in India : 
A. Sine. Some Methods of Research in Farm Economics: A. SINGH. 
On Certain Limitations of the Theory of Competitive Equilibrium: A. K. 
Daseurta. Indian Industrial Efficiency, Comparison with Japan: 
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K. E. Matuew. The Concept of the ‘‘ Optimum” of Public Finance : 
T. M. Josu1. Economic Condition of a Village in North Bihar: S. 
Sarkar. Some Aspects of Industrialisation in India : N. G. ABHYANKAR. 


The Journal of Political Economy. 


Aveust, 1939. Financial Regulation Abroad ; the Contrasts with American 
Technique: A.W.May. The Federal Trade Commission Act as Amended 
in 1938: M. L. Linpanu. Philanthropy and Federal Tax Exemption : 
C. L. Harriss. The Discounted Marginal Productivity Doctrine: E. 
Rotpx. From Vulgar Political Economy to Vulgar Marxism: A. P. 
LERNER. Demand under Conditions of Oligopoly: P. M. Sweezy. 
Note on a Property of the Index of Utility Function : C. H. GRAVES. 

OcrToBER, 1939. Are We Suffering from Economic Maturity ? W.1. Kina. 
The Scope and Definition of Economics : R.T. Bye. Moheau ; Prophet 
of Depopulation: J. J. Speneater. Should Interbank Balances be 
Abolished ? M. Patyt. Suggestions of Keynes in the Writings of Veblen : 
R. Vintne. Scope and Method in Agricultural Economics Research : 
T. W. Scuuttz. A Reply: J.D. Buack. 


The Review of Economic Statistics. 


Avaust, 1939. Public Utility Prices and the Business Cycle ; a study in 
the theory of price rigidity: J. D. Sumner. The Statement of Supply 
and Use of Member Bank Reserve Funds: J. K. Lancum. The Present 
Status of New Security Issues: G.A.Eppy. Profits of Selected American 
Industrial Corporations, 1900-1914: E. 1. Eprstern and R. A. Gorpon. 
Mr. Keynes on the Distribution of Incomes and ‘‘ Propensity to Consume ”’ ; 
a Reply: J. M. Keynes. A Rejoinder: H. STAEHLE. Review of the 
Second Quarter of 1939 : Dorotay WEsTcoTT. 


Journal of the American Statistical Association. 


SEPTEMBER, 1939. The Limitations of Statistical Demand Curves: G. J. 
SticteR. Industrial Wage and Hour Surveys for Management Guidance : 
W. Mircnetyt. The Use of the Analysis of Variance in Enumeration 
by Sampling: W.G.Cocuran. Tests of Simple Mendelian Inheritance 
in Randomly Collected Data of One and Two Generations : C. W. CoTTER- 
MAN and L. H. Snyper. A Statistical Approach to Accident Prevention : 
M.D. Kossoris. The Correlation Ratio for Ranked Data : W.A. WALLIS. 
Nomographs for Determining the Significance of the Differences between 
the Frequencies of Events in Two Contrasted Series or Groups: J. ZUBIN. 
The Summation Check in Statistical Calculations: R. J. Myers and 
A. HERSCHFELD. 


The American Economic Review. 


SEPTEMBER, 1939. Changing Theory of Property Taxation: H. D. Stmp- 
son. Indeterminacy in Non-Perfect Competition: B. Hieertns. Price 
Inflexibility and Changes in Production: J. Backman. Five Years of 
the Export-Import Bank : C.R. Wuirrtesry. Is the American Economy 
Contracting? O. Lanae. Neglected Component of Money Supply: 
C. A. Dice and P. Scuarrner. Income and Savings of Metropolitan 
ag : H. MENDERSHAUSEN. Alleged Double Taxation of Savings : 
W. L. Crum. 


The Annals of the American Academy of Political and Social Science. 
SEPTEMBER, 1939, Frontiers of Legal Aid Work. 


Econometrica. 

OcTOBER, 1939. Remarks on the Theory of Depreciation: K.-G. Haa- 
STROEM. A Three-Dimensional Representation of the Factors of Pro- 
duction and their Remuneration, Marginally and Residually : I. FisHer. 

The Maximisation of Profits over Time with Changing Cost and Demand 
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Functions: A. Smirutes. A New Formula for the Index of Cost of 
Living: A. Wap. On Combining Market and Budget Data in Demand 
Studies: J. MarscHak. The Effect of the Undistributed Profits Tax 
upon the Distribution of Corporate Earnings: F. McIntyre. A Note on 
Irving Fisher’s Concept of Income: C. H. Graves. The Concept of 
Income: I. Fisuer. On the Significance of Professor Douglas’ Pro- 
duction Function : H. MENDERSHAUSEN. 


Social Research. 


SEPTEMBER, 1939. Emil Lederer ; in Memory: A. Jounson. The Rise 
and Fall of Austrian Labor: E. J. Winter. Forecasting the Business 
Cycle: A. KAutER. Of War and Peace: H.M. Katten. The Rise of 
Relativism in Political and Legal Philosophy: A. Breout. Is Pro- 


portional Representation a Trojan Horse? G. H. Hattett. Rejoinder : 
F. A. Hermens. Unified Science: F. KAUFMANN. 


Harvard School of Business Administration. 


Business Research Studies, Number 23, July, 1939. Hzecutive Com- 
pensation Practices of Retail Companies, 1928-1937 : J. C. BAKER. 


National Bureau of Economic Research. 
BULLETIN 75. Differentials in Housing Costs : D, L. WICKENS. 


Journal of Farm Economics. 


Aveust, 1939, No. 3, Pt. I. Demand Schedules—‘‘ Normal” and “ In- 
stantaneous”’ : R.L.MicHettand R.H. Aten. Theory of the Firm and 
Farm Management Research : T. W. Scuuttz. Differentiation in Mar- 
keting Farm Products: L. J. Norton. Wholesale Butter Prices and 
Premiums: P. E. Quintus. The Theory and Measurement of Demand : 
G. TIntNER. Japan’s Agricultural Crisis: W. Laprsinsky. The 
Equilibrium Method of Tariff Analysis Applied to Egyptian Uppers 
Cotton: C. F. WEtts. 

No. 3, Pt. II. Handbook of the American Farm Economic Association. 


Wheat Studies. 


SEPTEMBER, 1939. World Wheat Survey and Outlook : HELten C. Farns- 
worTH and H. Workina. In mid-May there was a fair prospect that the 
world wheat surplus of 1939-40 would be smaller than that of 1938-39, 
but gradually there arose expectations of an increased surplus, and 
resulting price declines of 20 to 25 per cent. to late July brought Liverpool 
prices in sterling to the lowest level since 1883. At this period there was 
heavy absorption of import wheat for security reserves in Europe. 
May-July shipments of wheat raised world net exports in 1938-39 to 
the highest total in seven years. Prospects for war and its eventuation 
dominated wheat-price developments after mid-August. North Ameri- 
can prices on September 16 were about 20 cents higher than in mid- 
August. It is probable that under continued warfare, not materially 
widened as to belligerents, most European importing countries may be 
able to maintain wheat consumption at levels not far below other 
recent years. Should this prove true, and should non-European nations 
reduce their imports by about 25 million bushels, world net exports 
might be 70 to 120 million bushels smaller than in 1938-39. North 
American wheat prices are more likely to decline moderately than to 
advance from the levels of mid-September. 

OcToBER, 1939. ‘‘ World” Wheat Stocks, 1890-1914 and 1922-39: 

HELEN C. FarnswortH. This study is an attempt to fill the gap in the 

comprehensive series of estimates of year-end ‘‘world”’ wheat stocks, 

by giving estimates for the twenty-five years beginning in 1890. For 
comparison with this pre-War series, adjusted post-War estimates are 
presented for a “‘ wheat world ” somewhat smaller than that covered by 
the post-War series regularly published in earlier issues of Wheat Studies. 
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Occasion has also been taken to revise the latter series, although the 
changes made can scarcely alter major generalisations based on the 
original estimates. Comparisons show a materially higher level of 
stocks in the post-War period. This is largely attributable to the 
growth of population and to the persistence of an unprecedented world 
surplus of wheat after the bumper harvest of 1928; and in a lesser degree 
to the increase in world trade and the development of Argentina and 
Australia as major exporters. Tending slightly to offset these influences 
were the lower post-War level of per capita wheat consumption and the 
several factors that combined to speed delivery of new-crop wheat from 
farms to consuming centres. The stocks series here presented show 
two major periods of persistent wheat surplus—1893—96 and 1929-35— 
and five years of notably small stocks—1898, 1909, 1925, 1937 and 1938. 
As compared with the pre-War period, the two decades since the War 
have been characterised by much heavier wheat surpluses and less 
marked wheat shortage. 


Revue D’Economie Politique. 


May-—Aveust, 1939. La Population: J. Bourpon. Le mouvement des 
prix: R. River. Les revenus privés et les consommations: L. Duct 
DE BERNONVILLE. La balance des paiements: P. ScHwos. 


Bulletin de UV Institut de Recherches Economiques. 


Avucust, 1939. L’Alimentation de la Belgique, les données du probléme en 
cas de blocus: F. Baupnutn. L’Evolution des salaires en Belgique de 
1831 4 1913: M. Peerers. Etude sur la construction des routes en 
Belgique: L. Gtntcot. La conjoncture économique de la Belgique et du 
Luxembourg: L-H. Duprizz. La conjoncture économique des pays 
étrangers : P. RoussEavux. 


Revue de l'Institut de Sociologie. 


JULY-SEPTEMBER, 1939. De certaines tendances vers l’ Autonomie dans les 
Administrations civiles : D. WARNOTTE. Armements, dépenses de guerre 
et situation économique : B.-S. CHELPNER. 


Weekly Report of the German Institute for Business Research. 


NuMBER 33/34. Trade Relations between Germany and Russia. The 
Polish Motorization and its Results. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


SEPTEMBER, 1939. Die Probleme der starren Komplementaritat und 
der simultanen Vieldienlichkett in der Lehre von der maximalen Mittelver- 
wendung : K. Stine. This long article amounts to a synthesis between 
the Paretian complementarity—substitution analysis and the Austrian 
‘‘imputation ” analysis. Although the treatment of either problem 
(by ‘‘chain”’ and “‘circular”’ diagrams) is perhaps formally not so 
accomplished as that developed by some other economists, the com- 
bination of two approaches attempted by the author brings out the un- 
limited variety of possible constellations, the tangled cross-relations 
of value which result, and also the great difficulties in the way of a 
theory of ‘“‘ rational” allocation of scarce resources. Die Bevélkerungs- 
entwicklung Schlesiens: D. Rorster. The article contains the usual 
data for a description of the demographic situation in the two provinces 
of Silesia—agricultural Lower Silesia and mining Upper Silesia (separ- 
ately). The interest of this article centres in the data given for the 
staggering proportions which the ‘“‘ flight from the land ”’ has reached in 
recent years, reinforced, in the case of Silesia, by the drift of population 
from the frontier provinces into Central Germany. The author pleads 
for a policy of industrial revival for the provinces. Die Reklame in der 
geordneten Wirtschaft: H. Scnhacut-ScHaset. The trend of the article 
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is that in a regulated economy such as the present German system there is 
very little justification for “‘sales promotion”’ and that the resources 
tied up with that activity had better be liberated for more productive 
use for the aims of the Four Years Plan. 


De Economist. 


Juty/Aucust, 1939. Rapport van de commissie tot onderzoek naar de 
‘* blijvende’’ werkloosheid en haar bestrijding. A. N. MOLENAAR. 
A hostile criticism of the Report of the Commission of Investigation 
into continuing unemployment and the measures to be taken in com- 
batting it. The report, which is examined in detail, produces a feeling of 
great disappointment; it is (the writer suggests) too much under the 
influence of Professor Tinbergen and his ideas. Werkloosheidsverze- 
kering: C. A. Verrisn Stuart. Unemployment has become chronic ; 
more is required than was provided for under the Act of December 2, 
1916. A draft measure has been submitted by the Minister to the 
Council of Labour, and this body has given its advice on May 20, 1939. 
It is argued by the writer that labour has only a “ derived ”’ value; 
if wages are placed too high, it must lead to a greater or less amount 
of unemployment. Unemployment, as a mass phenomenon, is a con- 
sequence of wage-rigidity in times of economic decline, and is thus in 
essence a wage question. The institution of unemployment insurance 
tends in the long run to increase of unemployment. In voluntary 
insurance the unemployed are sacrificed to the wage-policy of the workers’ 
organisations; by compulsory insurance the legislator makes himself 
jointly responsible for unemployment. The only solution whereby the 
evil can be attacked at the root lies in the adaptation of money-wages 
to the altered conditions of the labour market. Verstoringen in de 
Nederlandsche Betalingsbalans in de jaren na 1929, I: H. C. Kummer 
J. Mzn. A discussion of the causes which after 1929 brought about 
changes in the Dutch balance of payments, and of the steps taken by the 
Government to meet the possible disadvantages which might be effected 
by these changes in the economic life of the country. 

SEPTEMBER, 1939. Hoofdproblemen van den modernen detailhandel I. : 
Juuivus Hirscw. ‘In production the last quantity produced is the 
cheapest : in distribution the last customer acquired is the dearest.” 
The causes of the increased cost of distribution are examined. The 
tendency to large-scale distribution houses is due to an endeavour to 
reach the optimum size of business. Certain advantages of the business 
of the type of the chain-store (filiaalonderneming) are set out. The 
most significant examples of these in various countries are indicated 
in an attempt to answer the question whether the ‘‘little man” has been 
lost in retail trade. Verstoringen in de Nederlandsche Betalingsbalans 
in de jaren na 1929 II: H. C. Kummer J.Mzn. A continuation of the 
consideration of the disturbances in the Dutch balance of payments 
since 1929. This instalment deals with such questions as bilateral 
trade agreements; centralised trade; monetary causes; fixed burdens ; 
inelasticity of internal prices, etc. 


Rivista Italiana di Scienza Economiche. 


May, 1939. L’wnite del processo economico: L. Rosst. Under a free 
economic system the presumption of maximum satisfaction breaks 
down when increasing returns prevail, and also if there is monopoly. 
Liberta ed impedimenti nelle iniziative economiche imperiali: C. Rizzi. 
The permanent rise in wages since the Abyssinian war, and the policy 
of creating a State monopoly of gold mining, have had disastrous effects 
upon the gold mining industry in the Italian colony of Eritrea. Con- 
siderazioni sulla revisione generale degli estimi dei terreni. G.CAPODAGLIO. 
A discussion of some general principles arising from the recent law 
providing for a new cadastral survey, or register of real property in 
Italy for purposes of taxation. Le imposte sui consumi nella Russia 
sovietica : V. Bompant. In Soviet Russia over 90 per cent. of all taxation 

















1939] RECENT PERIODICALS AND NEW BOOKS 781 


is indirect, while the greater part of this type of revenue is derived from 
the sales tax. Figures are given of the high rates levied on different 
classes of commodities. It is concluded that the Russian tax system is 
highly regressive and bears most hardly on those with the smaller 
incomes; it is also very complicated and costly in its administration. 
JUNE, 1939. La cosidetia legge di Sundbdrg alla luce delle pit recenti 
teorie demografiche: F. Vinci. A criticism of Sundbarg’s dictum that, 
under normal conditions, in all countries one half of the population will 
be comprised between the ages of 15 and 50 years. Fenomeno finan- 
ziario e mercato corporativo : O. L. D’Ovip1o. A lengthy discussion of 
the shifting and incidence of taxation within an economy, supposed to be 
controlled according to the principles of the corporative economy. 
Esenzioni tributarie e sovvenzioni dirette nell’ordine corporativo: P. 
LeonarDo. The writer lays down the general lines along which a 
Corporative State, which is true to its own principles, should proceed in 
granting exemptions from taxation, or subsidies. The present Italian 
financial system would not appear to be in full conformity with these 
principles. 

Juty, 1939. Autarchia: A. pES. A brief but illuminating analysis of 
the significance of the term “‘ autarky,” by the Editor in Chief of this 
Journal. L’equo prezzo (prezzo corporativo) : L. Rosst. The application 
of the principle of the just price to the theory of the corporative system. 
Convenienza economica nazionale e politica autarchica: G. LA VOLPE. 
**To achieve the most desirable realisation of the national ends; to 
satisfy those national ends which have the highest ‘relevance’; to 
obtain a ‘maximum of results’ for the nation; to operate in accordance 
with the general interest; accomplish a maximum of ‘ national power ’ ; 
these are so many different ways of expressing one and the same concept, 
and precisely that which is the end of corporativism.” Le conseguenze 
sociali del lavoro femminile in relazione alla recente legislazione fascista : 
B. R. Raaazzi. A recent Italian Law of September 5, 1938, limits the 
maximum percentage of female employees in a number of occupations 
to 10 per cent. of the total number of employees, and prohibits both 
public administrative bodies and private firms from employing any 
women when the total number of employees is less than ten. The writer 
approves of the first of these provisions and would welcome its extension, 
but is doubtful of the wisdom of the second provision on general economic 


grounds. 


Ekonomisk Tidskrift. 


New Series, No. 3; SEPTEMBER, 1939. Monetary Policy in Relation to 
the Provision of Consumers’ Goods during a Blockade Crisis: INGVAR 
Svennitson. Dr. Svennilson is concerned with methods of preventing 
a cumulative price rise on the one hand, and internal deflation on the 
other, in a country isolated from her usual markets by war and blockade. 
He rejects the method of upward valuation of the currency, and favours 
a development of Wicksell’s plan of subsidising essential imports, out of 
taxes on exports or on other imports; but he is also prepared for a 
policy of public works and budget deficits if they are necessary to 
prevent internal deflation. Dr. Svennilson rightly emphasises that any 
attempt to give general compensation for contraction of real incomes 
by wage rises is bound to lead to disaster. The Royal Commission on 
Population, and the Population Question: A. MontGomery. A large 

art of this issue is devoted to population questions. Among the notes 
is a useful summary of the facts concerning German population policy, 
by R. Meidner. Dr. Montgomery’s contribution is a review article of 
the recent Report on Population Policy. In general he criticises the 
Report as too inclusive, giving weight to considerations of doubtful 
relevance, and, on the other hand, dealing only superficially with 
fundamental issues. It is clear, nevertheless, that the Report is an 
important contribution to the literature on the subject. It stresses the 
economic causes of falling birth-rate, and is optimistic of the effectiveness 
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of economic policy in checking it. On both points Dr. Montgomery is 
sceptical. The sociological causes of population movements are too 
complicated to be easily determined. Birth control has been practised 
in periods of very different economic fortune. Economic insecurity as 
a possible cause has diminished rather than increased—although it is 
true that an industrial population may be more sensitive to the risks of 
raising a family than an agricultural one, and children are undoubtedly 
a greater economic burden to the former than to the latter. In any case, 
it is clearly desirable to have an economic policy which does not in 
itself strengthen the tendencies which lead to a decline in population, 
but it must be observed that measures designed to imiprove the quality 
of the population may be incompatible with the aim of increasing its 
quantity. The Commission believes that the existing economic situation 
of Sweden is sufficiently favourable to achieve both aims if an expansion- 
ist policy is followed. Of this Dr. Montgomery is also sceptical. 
Equilibrium in Oligopoly, II: Torp PatanpErR. In the concluding 
section of his article Dr. Palander deals in turn with the Cournot case 
(quantity adjustment), the Bertrand—Edgeworth case (price adjustment), 
and the hybrid case where adjustments are made in both price and 
quantity. This is followed by a short appendix on the ‘‘ Cobweb 
Theorem.” The Cournot section contains some very detailed analysis. 
Cases of discontinuous cost curves and of falling and later rising marginal 
curves are considered, and of different degrees of oligopoly. An interest- 
ing conclusion is that the tendency to stable equilibrium does not 
increase as the number of oligopolists increases, especially when adjust- 
ment is simultaneous. 


Index. 


OcToBER, 1939. (Supplement.) Reflections on the Cheap-Money Policy 
Particularly in England; F. G. Conotty. 


Revista de Ciencias Econémicas. 


JUNE, 1939. Demostracidn geométrica, rigurosa, de las derivadas de sen x y 
cosx: T.8. DE Bustamante. LE costo de produccién y los ciclos econé- 
micas: A. LispERO. La observacién de pagos en la ley de Contabilidad 
y en la ley Organica Municipal: A. R. Mazzocco. La industria argen- 
tina a través del ultimo censo industrial : A. DoRFMAN. * 

JuLy, 1939. Finanzas: A. LaBouetr. La Revolucién Francesa y la 
Hacienda Publica: L. R. Gonpra. El movimiento cooperativo de 
consumo en Argentina : E. Batay. 


Journal de la Société Hongroise de Statistique. 


Nos. 1-2, 1939. Mikrostatistik: B. Foupres. Weltwirtschaftspolitik der 
Nachkriegszeitt: FE. WacremMann. La composition raciale du peuple 
hongrois: L. Bartucz. Population Conditions in Transylvania: 
A. Ronar. Le recensement de la population, de la propriété fonciére et du 
cheptel, en 1938, dans la Haute-Hongrie recouvrée: J. DE KONKOLY 
THEGE. L’aspect démographique et culturel de l’accroissement territorial 
de la Hongrie au Nord et au Nord-Est: L. Tutrrina. L’aspect écono- 
mique de l’accroissement territorial de la Hongrie au Nord et au Nord-Est : 
D. Exvexes. Les familles nombreuses et l’enseignement supérieur en 
Hongrie: A. KovAcs. Die Statistiken des weltberiihmten ungarischen 
Arztes, Philipp Ignatz Semmelweis: T. Széit. La nouvelle série des 
indices des prix de gros en Hongrie: J. SZONvY1. 


The Ways of Economics (Jerusalem). 
(Articles printed in Hebrew.) 
Vou. I, No.6. Four-Year Economic Plan Based on Distribution of National 
Income: M. BENENSOHN. March of Time: A.C. Picou. The Present 
Position of Marx’s Economic Theory : I. GeFrat. 
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Kyoto University Economic Review. 

JuLy, 1939. The Development of the Commodity Link System in Japan : 
K. Tanicucui. The Agricultural Interrelation of Japan, Manchoukuo 
—- : Y.Yaxi. J'urther Comments on Mr. Keynes’ General Theory : 

. SHIBATA. 





NEW BOOKS 
British. 


Buack (D.). The Incidence of Income Taxes. London: Mac- 
millan, 1939. 84". Pp. xxi-+ 316. 12s. 6d. 

[To be reviewed.] 

Brooks (W.C.). Company Finance. London: P. 8. King, 1939. 


83”. Pp. 100. 6s. 

[The author—a financial journalist of long experience—describes briefly the 
growth of the company system, the various kinds of companies, the methods of 
obtaining finance, and the part played by the banks. He goes on to discuss the 
planning of finance, the estimating of earnings, business budgets, surpluses and 
reserves, the increase or reduction of capital. Appendices give the Companies 
Act with regard to prospectuses and the Stock Exchange Rules on permission to 
deal. The book is based on lectures given at the City of London College.] 


Cartson (S.). A Study on the Pure Theory of Production. 
London : P. 8. King, 1939. 8”. Pp. 128. 8s. 6d. 

[To be reviewed.] 

CaTHERWOOD (B. F.). Basic Theories of Distribution. London : 
P. S. King, 1939. 83". Pp. 262. 12s. 

[To be reviewed. ] 

Cuuan-Hva (L.). Japan’s Economic Offensive in China. London: 
Allen & Unwin, 1939. 8”. Pp. 179. 7s. 6d. 


[This book discusses in six chapters Japan’s economic motives in China, the 
development of the economic front, the offensive against third-Power interests, 
China’s economic defence, Japan’s economic losses, and finally the economic 
implications and consequences. Professor Paul Douglas in a foreword asks 
whether the costs are not beginning to exceed the gains from Japan’s point of 


view.] 
Cote (G. D. H.). A Plan for Democratic Britain. London: 


Odhams, 1939. 8”. Pp. 255. 3s. 6d. 

[The indefatigable Mr. Cole is one of the few British institutions which, alike 
in good times and bad, never works below full capacity. In the preface to this 
book, which he prints as a conclusion, Mr. Cole explains that it represents his 
views as to the right policy for an evolutionary socialism, and gives his practical 
reasons for believing that in Great Britain that is a surer line of progress than 
more revolutionary methods would afford. He deals seriatim with the various 
social services, with housing and education, agriculture, mining and industry, 
with finance, taxation, the difficult problem of compensation, and with the 
political machine. } 


Cote (G. D. H.). The War on the Home Front. London: 


Fabian Society, 1939. 83”. Pp. 16. 3d. 

[This pamphlet does not represent Mr. Cole at his best. The wider political 
issues he discusses with his customary lucidity. But when he comes to the 
conflict of interest between the State and the individual worker in regard to 
dilution of labour or the maintenance of the standard of living he seems to try 
to avoid the real difficulties. ] 
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DearteE (N. B.). Economics. An Introduction for the Student 
and for Everyman. London: Longmans, 1939. 8”. Pp. 522. 


7s. 6d. 

[Mr. Dearle has written a scholarly, but yet readable, text-book which 
succeeds to an unusual degree in treating the reader as a reasonably intelligent 
person while explaining things simply to him. It covers the development of 
economic thought, the theories of value and exchange, of production and 
distribution, of money, banking and exchanges, of international trade and of 
taxation. In a book that is otherwise so well suited for elementary teaching it 
is a pity that certain minor errors have passed undetected. In the diagram on 
p. 78 there is surely no equilibrium. For outputs larger than the suggested 
equilibrium the demand price is above the supply price. And the chapter on 
Quasi-Rents surely does not represent Marshall’s views and terminology. Mr. 
Dearle makes a Quasi-Rent the difference, positive or negative, from the long- 
period normal return, rather than the whole return, whether it be greater or less 
than the normal return, during a period so short that the supply of durable 
factors of production cannot be altered. This chapter is the more confusing in 
that Mr. Dearle’s own interpretation of Marshall appears to change during its 
course. If some of these minor points can be remedied this may make a very 
useful text-book of a rather elementary character. ] 


Dusey (D. S.) and Acrawat (S. L.). Elementary Statistics. 
Allahabad : Indian Press, 1939. 8}”. Pp. xv + 385. Rs. 6. 

[This is a second revised edition of a book first published in 1933. It was 
specially designed to facilitate the teaching of elementary statistics to Indian 
students, of which the authors have had a long experience in the University of 
Allahabad. It is mainly concerned with problems of simple tabulation and 
diagrammatic presentation of facts. Final chapters deal with the elements of 
correlation and interpolation. ] 


Dutt (S. N.). The Economics and Law of Central Banking. 
Calcutta: Chuckervertty, Chatterjee & Co., 1939. 84”. Pp. 26. 
6 annas. 

[The author of this paper, read to the Bengali Institute of Economics, was 
formerly Professor of Economics in the Vidyasagar College, Calcutta. He urges 
that the concept of a central bank and of its proper functions is in process of 
modification all over the world, and that the design of the Reserve Bank ought 
to be made to accord with these wider functions of pioneering and leadership. } 


Eeeieston (F. W.) and Others. Australian Standards of Living. 
Melbourne: University Press (Oxford University Press), 1939. 84”. 
Pp. 193. 10s. 

[To be reviewed. ] 


Fabian Society, International Research Section. Hitler’s Route 
to Bagdad. London: Allen & Unwin, 1939. 84”. Pp. 356. 10s. 6d. 

[This series of studies of the neutral countries lying to the south-east of 
Germany has been prepared by the International Research Section of the Fabian 
Society. Barbara Ward is responsible for Yugoslavia, the Hon. Barbara Buck- 
master for Rumania, Clare Hollingworth for Bulgaria, Vandeleur Robinson for 
Greece, Lilo Liuke for Turkey; J. F. Horrabin has prepared the maps and 
Leonard Woolf contributes an Introduction. The studies, which maintain a 
high level of dispassionate objectivity, deal with minority issues, social and 
economic conditions, domestic politics and foreign policy. They admirably 
bring out both the tangle of minority problems and the strength and persistence 
of German attempts at domination.] 


Francis (E. V.). Britain’s Economic Strategy. London: Jona- 
than Cape, 1939. 8}”. Pp. 391. 12s. 6d. 

[To be reviewed.] 

Giupert (J. C.). A History of Investment Trusts in Dundee, 


1873-1938. London: P.S. King, 1939. 74”. Pp. 144. 6s. 


[Dundee, though not strictly the first in time, has many claims to be the 
home of the investment trust movement. The Scottish American Investment 
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Trust of 1873 and its founder Robert Fleming played eremcgpe parts in the 
development. This small study traces in detail the history of the Dundee 
trusts from 1873 to the present day.] 


GrEmpanvs (T.). The Development of Keynes’ Economic Theories. 
London : P. 8. King, 1939. 83”. Pp. 40. 2s. 

[Dr. Greidanus, as the White Queen said of Alice on a similar occasion, is in 
that state of mind in which he wants to deny something—only he does not know 
what to deny. He is never quite sure whether he is accusing Mr. Keynes of 
failings of thought or of failings of exposition. He begins by criticising him for 
stating in A Tract on Monetary Reform that “‘ the theory flows from the fact that 
money as such has no utility except what is derived from its exchange value, 
that is to say from the utility of the things which it can buy,’’ whereas Marshall 
in Money Credit and Commerce has made it clear that he attributed to money 
as such a utility arising from the fact that ‘‘ a large command of resources in 
the form of currency renders their business easy and smooth, and puts them at 
an advantage in bargaining.’’ He fails to point out that in his more recent 
writings Mr. Keynes has continuously emphasised the utility to be derived from 
liquid resources as such, and that this may suggest that a mountain of difference 
is being made out of amolehill of verbalambiguity. His criticisms of the Treatise 
on Money are directed mainly against the difficulties of its definitions. He 
regards the equations, also, as mere tautologies unable to throw light on the chain 
of causation. His criticisms of the General Theory are many and various. He 
disputds Mr. Keynes’ definition of involuntary unemployment, demonstrating 
that a fall of real wages will increase the demand for labour, without seeing that 
if the unemployment is not involuntary it will also reduce the supply. He 
disputes Mr. Keynes’ dichotomy between saving and spending, insisting that the 
fundamental issue is one between “‘ saving in the form of goods on the one hand 
and saving in money on the other.’’ Has he succeeded in overlooking the whole 
discussion of the problem of saving and investment? He criticises the calcula- 
tion of the multiplier on the ground that if savings are invested the multiplier 
will be different. ‘‘Do not consumption and investment,’”’ he asks, “ affect 
employment and activity in exactly the same way?’”’ Certainly; but is it there- 
fore illegitimate to separate for analytical purposes the inducements to spend and 
the inducements to invest, and to separate the consequences of the two actions ? 
These must serve as examples of Dr. Greidanus’ methods. His attack is scattered, 
a point here, a point there, rather than concentrated on the main fundamental 
changes in approach that Mr. Keynes has sought to initiate. No one, not even 
their author, would confidently assert that the Treatise and the General Theory 
carry us the whole way to the ultimate goal of truth, or even that such advance 
as they may have achieved lies indisputably upon the straightest course; many 
would hold that they have brought us some = steps nearer. Those who do 
not share even that modest optimism may perhaps find this book not quite so 
irritatingly pontifical in its judgments, so unconstructively destructive in its 
intentions, so wholly jejune in its achievements as one reader has done. ] 


Hayek (F. A. von). Profits, Interest and Investment. London : 
Routledge, 1939. 7°. Pp. viii + 266. 6s. 

[To be reviewed.] 

Horeate (H. C. F.). The Contingent Liabilities of the English 
Commercial Banks. London: Gee, 1939. 8”. Pp. viii+ 77. 5s. 

[To be reviewed.] 

Hvussarp (L. E.). The Economics of Soviet Agriculture. Lon- 
don: Macmillan, 1939. 84". Pp. xii + 316. 12s. 6d. 

[To be reviewed. ] 

Hort (W. H.). The Theory of Idle Resources. London: Jona- 
than Cape, 1939. 8”. Pp. 193. 6s. 

[Reviewed in this issue.] 

InvinE (W.). Walter Bagehot. London: Longmans, 1939. 8}’. 


Pp. 303. 12s. 6d. 
[This new study of Bagehot by a Professor of English at Stanford University 
is directed primarily to Bagehot’s critical, biographical. and philosophical 
No. 196.—voL. XLIx. 3G 
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writings, and only a few pages are devoted to his economic works. The author 
does not persuade us that it is by virtue of his literary criticism that Bagehot 
deserves to live, but he does the reader a great service in recalling his attention 
to some fascinating essays which are not now as well-known as ‘‘ Lombard 
Street ’—in particular the Letters on the French Coup d’Etat, On the Emotion of 
Conviction and The Ignorance of Man. He also makes a sound and interesting 
point in emphasising the important influence of Hazlitt on Bagehot’s manner 
and style, which is as obvious, once it is pointed out, as Burke’s influence on 
his political thought. The biographical account which occupies the first 83 
pages adds little to Mrs. Russell Barrington’s standard biography and R. H. 
Hutton’s Memoirs. But Prof. Irvine has had access to unpublished correspond- 
ence and has made some slight use of it for the earlier period.] 


Jones (J. H.), Cartwricut (G.) and Guenautt (P. H.). The 
Coal-mining Industry. London: Pitman, 1939. 84”. Pp. vii + 382. 
16s. 


[To be reviewed.] 


KortnatTKar (V. Y.) and Kocexar (S. V.). An Introduction to 
Economics. Poona: Dastane Brothers’ Home Service, 1939. 7’. 
Pp. 180. 

[This small introductory book by two graduates of London University, now 
teaching in Poona, provides a very good and accurate elementary text-book, 
following closely the lines of recent work in England. The authors show a 
refreshing willingness to think for themselves. The exposition is in general 
theoretical, but it is kept to a scheme which can be applied to Indian situations. 
To cover the theories of value and distribution, of money banking and produc- 
tion, and of } ence finance in one hundred and eighty pages without giving an 
impression of superficiality or undue compression is a considerable achievement. 
In this task the concept of quasi-rent is the only one that appears to have 
suffered unduly.] 


Kumarappa (J. C.). Why the Village Movement? Rajah- 
mundry : Hindustan Publishing Co., 1939. 73”. Pp. 153. 3s. 

[The author is organiser and secretary of the All India Village Industries 
Association. ] 


Liypaut (E.). Money and Capital. London: Allen & Unwin, 
1939. 84%". Pp. 391. 10s. 6d. 
[To be reviewed. ] 


Marais (J. 8.). The Cape Coloured People 1652-1937. London : 
Longmans, 1939. 84”. Pp. xxi + 296. 12s. 6d. 
[To be reviewed. ] 


Mayuew (C. P.). Planned Investment. London: Fabian So- 
ciety, 1939. 84”. Pp. 48. ls. 


[This is an extremely valuable critical study of the existing mechanism of 
investment, and of the deficiencies, despite the steady tightening up of the last 
ten years, in the control and direction of investible funds. It concludes that 
‘‘any effective reform of the capital market must imply a limitation of the 
privilege of ‘savers’ to ‘do what they will with their own.’ So long as this 
privilege is conceded, misdirected investment is inevitable, and there is bound 
to be a great superfluity of investment machinery.’’ It pleads accordingly, for 
a board with the three-fold task of securing that investment is sufficient to 
absorb current saving, regulating investment by licensing and other means, and 
of achieving all possible economy in the at present extravagant cost of bringing 
borrower and lender together. ] 


Morray (D.). The Philosophy of Power. London: Williams & 
Norgate, 1939. 84”. Pp. 336. 12s. 6d. 


[An essay in neo-Spencerian cosmology.] 
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Parry (H. L.). English Central Government. London: P. S. 
King, 1939. 73”. Pp. 226. 7s. 6d. 


[This gives a useful short account, mainly of the machinery of central 
government. While the various functions of different an op mmm and organ- 
isations are adequately explained and the position and tenure of the civil 
service, the rule of law, and the delegation of legislative powers by way of the 
making of regulations and orders are fully described, little attempt is made to 
discuss the wider problems of inter-departmental co-ordination and the overwork 
both of parliament, and more particularly of the cabinet, which have become so 
significant in recent years.] 

Poland’s Foreign Trade. Birmingham University: Information 
Service on Slavonic Countries, 1939. 104”. Pp. 28. 

[This monograph, including as it does in almost every case the statistics of 
1938, will be immensely valuable to everyone who wishes to judge the probable 
effects of Poland’s incorporation in Russia and the Reich. It was written, 
however, in July 1939, and no division of the statistics according to the new 
boundaries is easy. It is interesting to note the steadily diminishing share of 
Germany in Polish trade since 1928. One might in present circumstances have 
welcomed a further discussion of the adequacy or inadequacy of transport 
facilities. ] 


QuaRanTAF. Ethiopia: anempire inthe making. London: 
P.S. King, 1939. 8”. Pp. xiv+ 120. 7s. 6d. 


[Whatever views one may hold regarding the initial acquisition of Abyssinia, 
the subsequent attempts by the Italians to develop the territory are full of inter- 
est. Baron Quaranta’s book gives the outline of what has been attempted. 
If exploitation by European capital can achieve results, nothing should be lacking. 
A grant of £133 millions has been made as first provision for a programme of de- 
velopment. (The entire investment in Kenya and Uganda has been estimated 
by Prof. Frankel at £46 millions.) But costs have been exceedingly high. Roads 
have cost £12,000 per mile as compared with figures of about £400 per mile for 
(admittedly much inferior) roads in British territories. Whether the addition 
to taxable capacity will be commensurate with these expenditures seems a little 
doubtful. The total white population of Italian East Africa is stated as being 
about 130,000. Some part of this is almost certainly temporary; recently there 
were 60,000 Italian workers, mainly on the roads. On the other hand the 

roportions of the sexes and of children are very different from those of, say, 
ia. If on balance the present population is stabilised, that would hanty 
a capital debt of £1000 per head of white population, which is already very close 
to the present figure for Kenya, where the ratio of native to European workers is 
more favourable. Evenif the 200 ex-service settlers, and the 300—400 others are 
heavily reinforced, the debt per head is likely to remain high. It is interesting 
to find that the problem of investment in Abyssinia was greatly assisted by the 
very large proportion of wages remitted to Italy. During six months of 1938 
over £50 millions was thus remitted. This book should be read by all who are 
interested in colonial development, but it will probably leave a feeling of unreality. 
It describes the optimistic schemes of those responsible for development, but tells 
nothing of the disappointments and frustrations which are familiar to all who have 
sought to my Bn results from African enterprises, and which can scarcely 
be absent in this case.] 


Queensland Year Book 1939. Brisbane: Government Statistician, 
1939. 8}". Pp. xv + 366. 2s. 


[This year book, produced under the general direction of Mr. Colin Clark, 
has again been enlarged. Amongst other interesting additions, it includes an 
estimate, calculated by the same methods as are used for Australia as a whole, 
of the National Income of Queensland for the last ten years. The balance of 

ayments between Queensland and other territories is also estimated. Standard 
Mortality Ratios, calculated for the first time, seem to indicate an urban death 
rate 115 per cent. and a rural death rate only 83 per cent. of that of the State as 
a whole. But longer experience and some investigation would seem to be 
required before deductions are drawn. Hospital and medical facilities probably 
attract the sick to the towns to a greater extent than can be adjusted by 
allocation of deaths to actual immediate districts of residence. This year book 
should be a model for other dominions and colonies. } 
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Rapice (E. A.). Savings in Great Britain 1922-1935. London: 
Oxford University Press, 1939. 84”. Pp. 146. 8s. 6d. 
[To be reviewed. ] 


Reppaway (W. B.). The Economics of a Declining Population. 
London: Allen & Unwin, 1939. 84’. Pp. 270. 8s. 6d. 


[To be reviewed. ] 


Results of the Second Five-Year Plan and the Project of the 
Third Five-Year Plan. Birmingham University : Bureau of Research 
on Russian Economic Conditions, 1939. 103”. Pp. 20. 

[This monograph successfully reduces to the bleakest aridity of a capitalist 
blue-book the usually over-romanticised story of Russian economic progress. 
While all the requisite statistical material is made available, no serious attempt 
is made to assess the general development or to compare either its present level 
or its rate of growth with that of other countries. ] 


Riowarps (A. I.). Land, Labour and Diet in Northern Rhodesia. 
International Institute of African Languages and Cultures (Oxford 
University Press), 1939. 83”. Pp. xiv +415. 30s. 

[To be reviewed.] 


Rosrinson (H. W.). The Economics of Building. London: P. 8. 
King, 1939. 83". Pp. xii + 162. 10s. 6d. 
[To be reviewed. ] 


Strvaswamy (K. G.). Legislative Protection and Relief of Agri- 
culturist Debtors in India. Poona: Gokhale Institute of Politics and 
Economics, 1939. 94”. Pp. viii + 390. Rs. 4: 

[This monograph draws attention to the long history of legislative control of 
agriculture in India, beginning with the Deccan Agriculturalists’ Relief Act of 
1879 and continuing through a series of Acts controlling the alienation of land, 
the regulation of forced sales, of mortgages, of terms of agricultural loans, of 
compulsory liquidation of debts to more recent Debt Conciliation Acts and 
Debt Relief Measures. It ends with various recommendations for future 
legislation. } 


Strrx (S. D.). German Economics Reader. London: Pitman, 
1939. 73”. Pp. xii+ 121. 5s. 

[This small reader, designed especially for candidates for the B.Sc. (Econ.) 
of London University, contains extracts from books and periodicals dealing with 
economic problems. The authors include Liszt, Schmoller, Wagner, Sombart 
and Hesse. Notes and assistances in translation are printed on the opposite 
page to the extracts.] 


Tuomas (P. J.). The Economic Results of Prohibition in the 
Salem District. Madras, 1939. 94”. Pp.41l. Re. 1. 

[This inquiry was conducted by six investigators under the general direction 
of Prof. Thomas, who has written the final report. The results confirm those 
of @ rather similar in inquiry made by the Annamalai University. They find 
better clothing and household effects, better food (half of the money saved went 
on food), some reduction of debt (of 65 mill-workers who had been addicted to 
drink the debt had diminished from Rs. 5519 to Re. 4667). The general moral 
and social effects are less measurable, but in the view of the investigators 
equally significant. ] 

War-Time Finance. Its Effects upon National Stability. Man- 
chester: Federation of Master Cotton Spinners’ Associations Ltd., 
1939. 8}. Pp. 32. 


[This is a sensible little pamphlet of which the authors would appear to have 
been influenced, in their conclusions somewhat more than in their technique of 
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analysis, by Mr. Keynes. Some few of their ideas, in particular a view that 
since over the years 1930-8 a 10 per cent. change of prices in either direction 
was associated with a 500,000 change of employment, inflation would only begin 
if prices rose over 25 per cent. above pre-war levels, would seem open to dispute. ] 


Yu (WanetenH). The English Cabinet System. London: P. S. 
King, 1939. 84’. Pp. xvi + 403. 18s. 


[A development of a Ph.D. Thesis of London University, which is informative 
and well-documented, but a little inclined to labour the obvious.] 


American. 


Buttock (C. J.). Politics, Finance and Consequences. Cam- 
bridge, Mass.: Harvard University Press (Oxford University Press), 
1939. 83”. Pp. 212. 10s. 6d. 

[To be reviewed. ] 


CowLEs COMMISSION FOR RESEARCH IN Economics. Report of 
Fifth Annual Research Conference on Economics and Statistics held 
at Colorado Springs, July 3-28, 1939. Chicago: University Press, 
1939. 9”. Pp. 93. 


[The Conference received, as always, a large number of important we 
from well-known economists. They included amongst others Profs. H. T. 
Davis, Garnsey, Tintner and Yntema, Drs. Derksen, Ezekiel, Pribram and Roos, 
and amongst English visitors, Messrs. Marschak, Lerner and Stafford. As usual 
(and inevitably) the summaries of the papers, while sufficient to give a general 
indication of the line of argument, are too compressed for a reader to follow them 
in detail.] 


CrawForpD (G. F.). Motor Fuel Taxation in the United States. 
Syracuse, New York: Crawford, 1939. 9”. Pp. x + 134. $1.00. 


[Motor fuel taxation began in Oregon in 1919. Within ten years every 
State had adopted the system, and in 1932 a Federal tax was added. Problems 
of evasion, or exemptions and refunds and of double taxation soon arose, all of 
which are here minutely examined. ] 


GRETHER (E. T.). Price Control under Fair Trade Legislation. 
New York : Oxford University Press, 1939. 84”. Pp.x+ 517. 2ls. 


[To be reviewed.] 


Lunt (W. E.). Financial Relations of the Papacy with England 
to 1327. Cambridge, Mass., 1939. 10’. Pp. xiv + 759. $6.00. 
[To be reviewed.] 


Lynp (R. 8.). Knowledge for What? Princeton: University 
Press (Oxford University Press), 1939. 8}”. Pp. x + 268. Ils. 6d. 
[To be reviewed.] 


Matick (C. P.). Labor Policy under Democracy. Boulder, 
Colorado, 1939. 10”. Pp. 130. $1.00. 

[This study, in the University of Colorado Studies Series, traces the history 
of industrial relations and labour legislation in Great Britain, in Weimar Germany, 
in Australasia, and in the older and newer ewer of labour legislation in the 
U.S.A. It ends with a defence of collective bargaining and a discussion of the 
requisite machinery. } 


ScHUMPETER (J. A.). Business Cycles. Vols. 1 and II. London: 
McGraw-Hill, 1939. 9”. Pp. xvi + 448 and ix + 646. 
[To be reviewed.] 
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Smrvante (H.). Responsibility of States for Acts of Unsuccessful 
Insurgent Governments. New York: Columbia University Press 
(London: P. 8. King), 1939. 9’. Pp. 223. 11s. 


[‘‘ Until recently international tribunals took the view that unsuccessful 
——— governments were in no sense ‘ authorities ’ of the state and could not 
therefore bind the state or render it liable for their acts. . . . During recent 
Mexican arbitrations, however, state liability for acts of unsuccessful insurgent 
governments was extended to include not only taxes and customs duties but 
also certain categories of contractual and tortious acts.’’ This thesis examines 
the problem in relation to loans, to concessions and alienations, to acts of 
government routine, to taxes and customs duties and to tortious acts.] 


THORNTON (J. E.). Science and Social Change. Washington : 
Brookings Institution, 1939. 9’. Pp. xi + 577. $3.00. 


[This is an anthology of articles by various authors dealing with the 
repercussions of scientific progress upon economic welfare and organisation. It 
is divided into four Parts; the first deals with the nature of science, the second 
with invention, industrialism and business management, the third with economic 
and social accompaniments of technology, the fourth with the outlook for a 
more satisfactory use of scientific knowledge. The essays are mainly, though 
by no means exclusively, culled from American literature. They represent in 
many cases no more than fragments of the original. The influences of the trade 
cycle, for example, are represented by a single page from Willard Thorp, four 
pages from the first chapter of Wesley Mitchell, and sixteen from Harold 

oulton’s The Recovery Problem in the United States. In general the effect is 
to emphasise the existence of a problem rather than to suggest possible solutions 
of it.] 


Weemet (M. T.). The Evolution of the Classical Wage Theory. 
New York: Columbia University Press (Oxford University Press), 
1939. 84”. Pp.ix +190. 14s. 6d. 

[To be reviewed. ] 

Wituams (J. K.). Grants-in-Aid under the Public Works Ad- 
ministration. New York: Columbia University Press (London: 
P. 8. King), 1939. 9°. Pp. 292. 165s. 

[The purpose of this book is to examine the machinery for the making of 
Federal Ercatodn-eld, their basis of calculation, the safeguards developed for 
the avoidance of abuses, and the effects upon State and local law. Finally, 
certain suggestions are made for future policy.] 

Yoper (D.). Labor Economics and Labor Problems. New York 
and London: McGraw-Hill, 1939. 9’. Pp. x + 669. 2ls. 

[To be reviewed.] 


French. 


Peaceful Change. Paris: International Institute of Intellectual 
Co-operation, 1938. 94’. Pp. 685. 15s. 

[Part of the documentation prepared for the 1937 meeting of the International 
Studies Conference has already been published, and the present volume includes 
introductory reports by the Conference Secretary-Rapporteurs and a record of 
the discussions in the plenary and round-table meetings. The area within which 
it was assumed that procedures for peaceful change might usefully be applied is 
indicated with sufficient clearness in the sub-title to the volume.] 


German. 


Brnvzr (P.). Die Schalthebel der Konjunktur. Munich: Olden- 
bourg, 1939. 9”. Pp. 106. Rm. 4.80. 


[This book is another contribution to the extensive and by no means entirely 
barren discussion of the working of the multiplier in German literature, caused, 
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or at least brought to a head, by the appearance of Mr. Keynes’ General Theory 
(and, of course, moulded by German economic experience since 1933). But 
this last contribution cannot be said to be of the same quality as those, for example, 
of Griinig, Nahmer and Foehl. This must be said, although the author tries to 
disarm criticism by mentioning that he is preparing a wider book dealing with 
the underlying trade-cycle phenomenon. As it stands, the book can best be 
described as made up of Mr. Kahn’s original article in the Economic JouRNAL, 
plus the attack on Say’s Law from the General Theory plus the first chapter (on 
statio _circulation) from Prof. Schumpeter’s Theory of E D 
ment. — excludes liquidity ‘and its impact on the monetary system, 
except = seven lines on p. 93, where we are told that the importance of liquidity 
‘is not very high.” Even within these limits we find that, in spite of much novel 
wording, there is, in fact, hardly anything amounting to more than restate- 
ment, unless the negative definition of the multiplier (as the ‘“‘ rate of purchasing 
power leakage ’’) or the substitution of “‘ accounts ’’ (equations in all but name) 
for the usual equations are accepted as the important steps forward they are 
claimed to be. The real advances made in this book are on points of detail, 
e.g. the difficulty that, in the case of a big original increase in income the pro- 
pensity to consume will itself be changing while the multiplier multiplies, so that 
Mr. Kahn’s simplified formula is not applicable. Another advantage of the 
author’s approach is that the constancy in the effective supply of money appears, 
even more clearly than in the three original sources of Dr. Binder’s inspiration, 
as a merely accidental, highly improbable balance between a continuous process 
of leakage and new creation of purchasing power. Generally, his approach is 
very reminiscent of Mr. Hawtrey’s with his releases and absorptions of cash and 
the ‘‘ razor’s edge balance” between the two; but there is nothing in Dr. Binder’s 
work corresponding to Mr. Hawtrey’s more specific definitions in which particular 
economic corner these releases and absorptions are originating and how they can 
be controlled. On the whole, the book gives the impression that the author, 
although not—or perhaps not yet—in a position to make an original contribution 
to the trade-cycle problem, has successfully assimilated what is important in 
other contributions. So the basis for future original work is there, and the more 
ambitious book he announces may prove to be interesting when it appears. ] 


Dutch. 


Keestne (F. A. G.). Het Evenwichtsbegrip in de economische 
literatuur. Purmerend : Muusses, 1939. 93”. Pp. 199. F. 3.50. 


[This is an exhaustive survey of the concept of economic equilibrium. The 
author discusses the views of various theoretical and practical economists; 
analyses static and dynamic equilibrium; compares different theories regarding 
the significance of free competition, of money, of anticipations and of time factors, 
and finally considers how far the assumption of a tendency towards equilibrium 
is at all justified. A short bibliography is attached which cannot hope to exhaust 
the vast literature of the subject.] 





Italian. 
Brizi (A.). Economia agraria. Rome: Foro italiano. Pp. 470. 
lL. 


Documentation for the European Conference on Rural Life 1939. 
Rome: Villa Umberto, 1939. 93”. Pp. 370. 251. 


[The Conference was to be primarily concerned with six topics : agricultural 
overpopulation; land tenure systems in Europe; the capital or income of 
European farms, as shown by farm accounts for the years 1927-8 and 1934-5; 
land reclamation and improvement in Europe; conditions and improvements 
of c roduction, stock-raising and rural industries; Government action 
cone with agricultural markets and production. The documentation has 
been prepared by the staff of the International Institute. The volume contains 
nothing to show where the Conference was to be held, or whether it actually 
took place or not.] 


Fantrst (0.). Trattato di politica economica e finanziaria. 
Milan: Societa editrice libraria. Pp. xvii + 840. 
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Ferraro (F.). La dittatura economica. Bologna: Cappelli. 
Pp. 214. 101. 

De Francisct Gersrno (G.). Economia politica corporativa. 
Palermo: Ciani. 58 1. 

Greco (P.). Il contratto di lavoro (Trattato di diritto civile 
italiano, Vol. VII.) Turin: Utet. Pp. xvi+ 500. 651. 

Mrnotetti (B.). I Porti franchi. Turin: Einaudi, 1939. 8}”’. 
Pp. 199. 151. 

PatomsBa (G.). Introduzione allo studio della dinamica economica. 
Naples: Jovene. Pp. 200. 

Der Powzer (A.). La ricchessa privata della provincia di Padova. 
Padua: Cedam. Pp. 303. 50 1. 


Scandinavian. 


CroneR (F.). De Svenska Privat-Anstallda. Stockholm: Ko- 
operativa Forbundets Bokférlag, 1939. 10”. Pp. 462. Kr. 12. 


[This book contains the results of a survey carried out by the University of 
Lund, which deals with all employment other than State employment. The 
information was procured mostly from a questionnaire sent out to some 38,000 
persons. It attempts to show the relation between different social groups, the 
internal social structure and external social relations. It deals with questions 
of wages, health, paid holidays, pensions, and many other problems which in 
this country are the province of the Trade Unions and the various insurance 
schemes. It also deals very carefully with child-welfare work and the great 
advances made in this branch of social service. Although the author makes the 
wage problem the chief subject of the book, one cannot fail to admire the re- 
markable way in which the health and education of the Swedish people are cared 
for. The book is lavishly illustrated with diagrams and tables.] 


Haavetmo (T.). A Dynamic Study of Pig Production in Denmark. 
Copenhagen : Munksgaard, 1939. 10”. Pp. 48. Kr. 2.00. 


[The six weekly pig countings arranged to provide a base for the Danish 
regulation policy provide an unusual wealth of data to which the author of this 
study has applied mathematical methods of analysis. He finds ten variables 
and obtains seven equations, leaving the system with three degrees of freedom; 
but the maximal price of “ pig cards,”’ the price of pigs without cards and the 
number of pigs delivered with cards are all affected * extraneous factors such 
as export conditions and the objects of regulation policy. They are therefore 
to be regarded as the data, and the main problem is to consider the effects of 
their variations upon the internal variates of the system. ] 


Haavetmo (T.). Eftersporgselen efter Flaesk i Kobenhavn. 
Copenhagen : Munksgaard, 1939. 10”. Pp.48. Kr. 2. 


[An attempt to measure the elasticity of demand for pork in relation to pork 
and beef prices in the Copenhagen market, which represents about 20-30 per cent. 
of the internal consumption of pork in Denmark. The income elasticity of 
demand is estimated to be approximately 0-3; the price elasticity is estimated 
at about 0-9.] 


Wricut (C. M.). Economic Adaptation to a Changing World 
Market. Copenhagen: Munksgaard, 1939. 9”. Pp. 305. 10s. 6d. 


(The aim of this book is to outline the optimum economic policy of a small 
State which cannot hope to influence the world market conditions. The optimum 
policy obviously varies according to the period of time considered; the author 
is here concerned with long-period policy. Since, however, the correctness of 
any policy depends on the correctness of necessarily uncertain anticipations, the 
optimum policy will usually not be the policy that realises the maximum possible 
income. There will be a choice between “ security”’ and “‘ progress.’’ The 
author stresses the necessity of promoting the mobility of labour and capital as 
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one of the most important elements of a policy designed to reduce the impact 
of unforeseen changes. Since the mobility of labour and capital is for various 
reasons greater in periods of prosperity than in slumps, it is necessary to combine 
a trade-cycle policy with a policy of adaptation. To the liberal who asks why 
the economic system cannot be left to itself to produce all these desirable effects, 
the author retorts that the economic system es already moved so far in the 
direction of monopoly that it is necéssary to bring about by conscious control 
what the competitive system of the textbook brings about automatically. The 
liberal might concede the premise without conceding the conclusion, and much 
could be said on either side. Mr. Wright refrains from saying it. In this he 
may be wise, for the book suffers already from too great a diversity of topics, 
and Mr. Wright has an uncanny capacity for reducing the most interesting 
problems to triviality.] 


Chinese. 


China’s Spiritual Mobilisation. Outline of the Plan. Chungking : 
China Information Committee, 1939. 10’. Pp. 18. 

[This plan, sponsored by Chiang Kai-Shek, “‘ involves the arousing and direct- 
ing of the spirit of all the people toward . . . a common faith in the rebuilding of the 
nation and a common purpose to struggle and sacrifice for the nation.’’} 


Official. 
BRITISH. 


Annual Report of the Chief Inspector of Factories for the Year 
1938. London: H.M. Stationery Office, 1939. 9}. Pp. 133. 
2s. 


[The main event of the year was the coming into effect of the Factories Act, 
1937. There has been a decrease in the number of reportable accidents, partly 
accountable to reduced numbers in employment, but almost certainly ascribable 
in part to better safety precautions. ] 


Registered Trade Unions. Statistical Summary, 1928-38. 
London: H.M. Stationery Office, 1939. 13’. Pp. 5. 2d. 
[Total membership in 1938 rose to 4,867,055 and funds to £20,013,963.] 


New Retail Price Index Numbers, 1938. Pretoria: Office 
of Census and Statistics, 1939. 124”. Pp. 35. 6d. 
[To be reviewed. ] 


General Wage Census. Part I.—Perennial Factories. Fourth 
Report. Bombay: Government Central Press, 1939. 94”. 
Pp. x + 183. 1s. 2d. 
[This Report covers a rather miscellaneous group of industries, including 
matches, rubber, sugar, chemicals, glass, tobacco, paper, flour-milling, distilleries, 
and gold and silver thread manufacture. ] 


Report of the Industrial Survey Committee, of the Central 
Provinces and Berar. Pt. I, Vol. I. “Nagpur : Government 
Printing Office, 1939. 12”. Pp. 38 + viii. Annas 8 


[This interest- and thought-provoking report throws out many iim some 
good,some bad. It suggests that, since price is higher the nearer to the consumer, 
an artisan who works nearer to the consumption stage of an article is likely to 
be better rewarded than those engaged in primary production, and European 
countries tend therefore to exploit primary producers. Export of raw materials, 
they consider, is conducive to creation of unemployment and spread of poverty. 
In the midst of many other equally debatable propositions they have much to 
say regarding the history and present conditions of particular industries and 
skilled occupations that deserves serious consideration. } 
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LEAGUE OF NATIONS. 


TINBERGEN (J.). Business Cycles in the United States of 
America 1919-1932. Geneva: League of Nations (London: 
Allen & Unwin), 1939. 93”. Pp. 244. 5s. 


[To be reviewed. ] . 


World Economic Survey. Eighth Year. 1938-39. Geneva: 
League of Nations, 1939. 94’. Pp. 247. 6s. 


[Reviewed in this issue.] 


World Production and Prices 1938-39. Geneva: League of 
Nations (Allen & Unwin), 1939. 10}”. Pp. 113. 5s. 


[World production in 1938 fell slightly below the level of 1937. Output of 
foodstuffs was 1 per cent. higher, but that of raw materials was down by 10 per 
cent. The output of capital goods declined by about 17 per cent. World trade 
diminished more than world production, falling by 8 per cent. The depression 
in 1938 had its beginnings in U.S.A. in the later half of 1937. The decline was 
arrested by mid-1938, and production in all important countries began to increase, 
and 1937 levels are now being exceeded. The up-turn was partly to be attributed 
to public works and easy money in the U.S.A., partly to local factors, more 
particularly re-armament, in other countries. ] 


INTERNATIONAL LABOUR OFFICE. 


Year-Book of Labour Statistics, 1939. Geneva: International 
Labour Office, 1939. 9}. Pp. viii + 239. 8s. (paper) or 
13s. 6d. (cloth). 

[The only important additions this year are tables giving statistics of working- 


class rents and of ‘“‘ average food consumption per consumption unit ”’ calculated 
by the methods explained in the International Labour Review of May, 1939.] 
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THE ENGLISH CABINET SYSTEM. 
By WaNGTEH Yu, Ph.D. 


Demy 8vo. 424 pp. Cloth, 18s. 


A detailed analysis of the evolution and development of the English Cabinet System. The most 
important parts of the system function in secret and no official records are kept, and the author, therefore, 
has had to refer frequently to personal writings, letters, memoirs, newspapers and unpublished private corre- 
spondence between statesmen. The work should prove of great interest and value to all's students of 
political science, politicians, journalists and those members of the public interested in the field which it 
covers. 


BASIC THEORIES OF DISTRIBUTION. 


By B. F. CaTtHERWoopD, Ph.D., Professor of Social Sciences and Director of the 
Academic Department of Ithaca College, New York. 


Demy 8vo. 272 pp. Portraits. Cloth, 12s. 
CONTENTS: Introduction—The Neo-Classical Scheme of Distribution—Adam Smith—Thomas 
Robert Malthus—David Ricardo—Nassau William Senior—John Stuart Mill—Summary. 


It is the purpose of this study to present in the form of a critical analysis those principles found in 
early economic thought which may apply directly or indirectly to the great field of distribution as it is 
conceived by economists to-day. 


THE ECONOMICS OF BUILDING. 
By HERBERT W. Rosinson, Ph.D.(Econ.). 
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= Demy 8vo. 174 pp. Many statistical tables and charts. 

= Cloth, 10s. 6d. 
_— 

= This is the first book in English to be devoted entirely to the economic aspects of building. It studies 
= not only residential, but also factory and commercial building. Among the more important questions 
= __— dealt with are the precise nature of the industry and its ramifications, the disentanglement of the numerous 
= factors which determine building activity; the causes of the recent building boom and its present decline ; 
= sand the future prospects of the industry. 
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The author works with modern economic analysis and statistical methods, yet his theories and con- 
clusions are made easily comprehensible even to thelayreader. To thestudent of economics, to professional 
and administrative workers in the building and allied trades, and to all persons interested in investment 
and capital this book should be extremely useful. 


THE DEVELOPMENT OF KEYNES’ ECONOMIC 
THEORIES. 


By TJaRDuUs GREIDANUS. 


Demy 8vo. 46 pp. 2s. 


The object of this study is to examine the economic theories of Mr. J. M. Keynes and to trace their 
development. In analysing this development it is shown how Keynes, in the beginning adhering to classical 
principles, departed more and more from these principles and in the end became a keen opposer. 
study tries to prove that the results at which Keynes arrived may not be imputed to classical doctrines. 


Stockholm Economic Studies by writers connected with the Institute of Social 
Sciences, Stockholm University : 


No. 9. A STUDY ON THE PURE THEORY OF 
PRODUCTION. 


By Dr. SuNE CARLSON. 
Demy 8vo. 137 pp. Cloth, 8s. 6d. 


Although economists have long i the main relationships of the theory of production, these 
relationships have not been co-ordina' in a single body of theory—except in such works as those of 
Frisch and Schneider; but have been scattered in isolated fragments throughout cost theory, capital and 
interest theory and the theory of distribution. To bring together and co-ordinate in one consistent scheme 
the different relationships of the theory of production is the main purpose of this essay. 
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